THE JOURNAL 


OF 


POLITICAL ECONOMY 


FUNE— 1898 


THE FINAL REPORT OF THE INDIANAPOLIS MONE- 
TARY COMMISSION. 


THE history of the movement which culminated in the 
Indianapolis Monetary Commission is a fairly familiar story. 
We need only remind ourselves of its leading incidents. While 
agitation for reform has been more or less in evidence for 
twenty-five or thirty years, yet it has had a thoroughly practical 


character, with some prospect of a successful issue, only since 
the panic of 1893, and it should, perhaps, be dated in particular 
from the indorsement by the Bankers’ Association of the 
so-called Baltimore plan in the fall of 1894. But, as is well 
known, even the agitation which was then initiated, and which 
was followed by definite recommendations from President 
Cleveland and his advisers, as well as by the introduction of 
several bills in Congress, failed to secure any results in legisla- 
tion. It looked more and more as if the question would again 
be allowed to drop out of sight. The precipitation of the silver 
issue in the campaign of 1896, however, once more brought the 
matter sharply to the front. The discussions of that campaign 
educated the people to the need of reform, and the verdict at 
the polls seemed to constitute a mandate to undertake the task 
at once. As regards method, the public was already becoming 
familiarized with the idea of a commission of business men and 
experts, to which should be committed the consideration of the 
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questions involved, and the preparation of a scheme to reconcile 
contending parties and interests. The failure of Congress to 
take any action in this direction naturally led to a resort to 
private initiative. The volume before us tells how the matter 
was set on foot in the Indianapolis Board of Trade in November 
of 1896, from this body passed on to a preliminary convention 
representing ten or twelve neighboring cities, by which prelim- 
inary convention a call was issued for convening a thoroughly 
representative body in January of 1897. As is well known, this 
convention, in spite of a good deal of wrangling, agreed upon 
certain principles of reform, and appointed an executive com- 
mittee which should endeavor to induce Congress to provide for 
a monetary commission and, in case of failure, should itself 
appoint a commission to investigate the whole matter and report 
upon a plan of reform. The inaction of Congress necessarily 
led to the choice of the second alternative. The commission 
began its sessions in September of 1897, sent to a very large 
number of persons, whether business men or specialists, a gues- 
tionnaire intended to bring out opinions and advice on all the 
leading points included in the question of reform, and, after 
many weeks of deliberation, agreed upon a detailed plan. This 
plan, with a brief defense, was first published in January. In 
somewhat more elaborate form it was reported to the second 
meeting of the Indianapolis convention January 25, 1898, and 
was considered and indorsed with practical unanimity by that 
body the following day. In the preliminary report of the com- 
mission, presented to the executive committee of the Indian- 
apolis convention, a promise was given to furnish a final and 
more elaborate report, which should contain a defense of the 
recommendations of the committee much fuller than could be 
brought within the scope of a small pamphlet. This final report, 
the preparation of which was delegated to Professor J. Laurence 
Laughlin, has just been published, and is now before us." 


* Report of the Monetary Commission of the Indianapolis Convention of Boards 
of Trade, Chambers of Commerce, Commercial Clubs, and other similar bodies of the 


United States. Chicago, 1898. 8vo, pp. xiv-+608. 
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It is a volume of over six hundred pages, and consists, in a 
general way, of four parts. First, we have an introduction 
which gives a full history of the Indianapolis movement from 
its inception in November of 1896 to the second meeting of the 
convention in January 1898. This historical sketch is followed 
by a reprint of the preliminary report made to the convention 
in January, and a copy of the commission’s bill as presented to 
the house of representatives by Mr. Overstreet. The body of 
the volume, pages 75 to 490, inclusive, is occupied with what is 
designated as the Final Report, and is divided into three parts, 
viz.: Metallic Money, Banking, and the Demand Obligations of 
the Government. The remaining ninety odd pages contain two 
considerable appendices, devoted respectively to a digest of 
selected laws of the United States relating to money and banking, 
and to the statistics of currency in this country. 

Evidently the chief raison d’étre of this volume must be 
found in the portion called the Final Report. Ina general way 
this is to be described as a defense of the commission’s bill, 
though the word “ defense”’ would here have to be interpreted 
somewhat liberally. In fact, there is very little space devoted 
to the direct consideration of objections. The major part is 
really of the nature of an elementary treatise on money and 
banking, intended to prepare the mind of the average reader for 
the acceptance of the commission’s plan by giving him a more 
thorough acquaintance with the accepted principles of monetary 
and banking science, as also with the history of past experiments 
in these lines. By this it must not be understood that the 
report colors either history or theory in order to produce a 
favorable attitude toward the bill. It is thoroughly fair in tone, 
and at almost every point takes positions about which there is 
no controversy. 

Part First, which discusses metallic money, contains six 
divisions, which, it would seem, might as well be numbered as 
chapters, discussing the functions of money, the standard, the 
laws of token money, etc. None of this is intended to be 
original, and there is, perhaps, very little novelty even in treat- 
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ment. The last section, on the movements of gold, is perhaps 
more valuable to the average reader as furnishing material less 
well known and less easily available. 

Part Second, on banking, is much longer, consisting of 226 
pages, broken into nineteen sections. Here again we have 
mostly a treatise on the principal phases of the history and 
theory of banking, though in this part more space is given to 
the specific discussion and defense of the commission’s plan. 
One section, indeed, bears the title ‘The Working of the Com- 
mission’s Plan.” 

Part Third, which treats the government demand obligations, 
is divided into six sections, the second of which is a very com- 
plete — perhaps unnecessarily complete—account of the history 
of these notes, occupying forty-six pages. It is followed by 
three sections devoted to the effects of the issues of government 
paper on the cost of the Civil War, on prices, and on wages, 
respectively. The last section is a specific defense of the plan 
to retire government notes, and is an extremely satisfactory 
discussion of this subject, from both the purely economic and 
also the fiscal standpoint. 

Considering the volume as a whole, I cannot help thinking 
that it could have been made more effective by breaking up 
somewhat the argumentative matter of the report. The reviewer, 
at least, would have found it more convenient, if that matter, 
which might be called an elementary treatise upon the history 
and theory of money and banking had been presented by itself ; 
this followed by an account of the commission’s plan, which 
should make clear its leading features ; and the discussion con- 
cluded with an orderly statement of the objections to the plan, 
and a formal reply to those objections. The mingling of these 
various elements makes it rather difficult to get at the signifi- 
cance of the whole, and will, I think, somewhat diminish its 
usefulness as an armory from which the advocates of reform 


may obtain weapons for the conflict. 
Another criticism which I am inclined to make, is that the 
absence of any account of the results of the guestionnaire is more 
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or less of a defect.* Atleast I personally find myself somewhat 
disappointed not to see any statistical summary as to the opinions 
returned by different classes of people upon certain leading 
questions ; as for example, the retirement of the greenbacks, the 
wisdom of a resort to an issue based upon general assets, etc. 

So much for the general character and content of the report. 
Let us now give somewhat fuller consideration to its matter, 
especially the matter of the Final Report which, as already 
noted, constitutes the heart of the volume. As we have seen, 
there are really several different elements combined in this part 
of the work. A considerable portion consists of expository 
matter, which, systematically grouped, would constitute a good 
elementary treatise upon money and banking. Of this we can 
speak in terms of almost unqualified approval. One might look 
far and not find a better text-book on this subject. The style 
is clear and simple; the tone is moderate and free from partisan- 
ship ; and the matter presents the best current opinion upon almost 
every important topic. Particularly valuable are the sections 
devoted respectively to gold movements, the nature of a bank, 
the profit of a bank, note issues, and the taxation of banks. 

What has been said with reference to the exposition of 
general principles applies with little change to the historical 
portions of the treatise. There are a number of sections which 
would make valuable chapters in a volume on the history of 
money both in the United States and in Europe, particularly 
those devoted to the United States silver experiment, to the his- 
tory of our national bank system, to instances of notes based 
upon assets, to the history of United States notes, and to the 
effect of paper issues on the cost of the Civil War, prices, and 
wages. These not only contribute greatly to preparing the mind 
of the reader to accept the commission’s plan, they are also 
extremely valuable as gathering together important material 
from many different sources and making it easily available for 
use in the campaign of education. 


‘It is expected that the results obtained in response to the circular of questions 
will be published in detail in a separate volume.—EDITOR. 
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But it is hardly necessary to remark that the really important 
parts of this report are those which bear directly on the plan of 
reform ; for here plainly we strike the heart of the whole matter. 
Let us proceed, then, to consider more specifically the commis- 
sion’s plan of reform, the objections made to it, and the. defense 
offered. 

Viewed broadly the plan of reform proposed by the com- 
mission may be thought of as having been directed to the 
accomplishment of three chief objects; first, the insuring of 
greater stability in the standard of value; second, the furnishing 
of a satisfactory bank currency; and third, the providing of 
better banking facilities for the South and West. In seeking to 
accomplish the first object, z. ¢., to make it incontestably certain 
that the value of the dollar shall continue to be determined by 
25.8 grains of gold, the commission proposes to operate along 
two principal lines. First it seeks by various means to define 
and strengthen the national purpose to maintain the gold standard. 
Secondly, it tries to bring about considerable improvements in 
the methods and machinery for carrying out this purpose. Mov- 
ing along the first named line, it begins with the declaration that 
25.8 grains of gold nine-tenths fine shall continue to constitute 
the standard unit of value, and that all debts public and private 
shall be payable in conformity with this standard. 

As respects the wisdom of these provisions, there is little 
room for difference of opinion, provided, of course, we are agreed 
that it is desirable to maintain the gold standard. The report 
gives some little attention to the convincing of those who have 
doubts on this point. It is pointed out that, even if we look 
upon international bimetallism as abstractly desirable, it is no 
longer a practical question, since there is no chance of its adop- 
tion by the leading nations of the world. Whether welcome 
or not, the fact is certain that the alternatives to us are gold, 
silver and paper. As to the right choice among these there 
is really nc room for difference of opinion. We are bound to 
try to maintain the gold standard. This being the case, we 
surely should try to do a good job; and this means that we 
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should commit ourselves fairly and squarely to this line of 
conduct. 

Having thus determined upon a clearer definition of the 
national purpose to maintain the gold standard, the next business 
of the commission was to provide suitable conditions and 
machinery. Here the first matter to be settled was what insti- 
tution should undertake the task of maintaining the standard — 
that is, what institution should undertake to keep on hand a 
stock of standard money and with its aid maintain the con- 
vertibility of the other media of exchange. Under modern con- 
ditions somebody must do this. By far the larger portion of 
the circulating medium consists of something which is intrinsi- 
cally inferior in value to standard money, ¢. g., bank deposits, 
paper money, overrated silver, etc. Now, all these forms of the 
circulating medium left to themselves tend to fall away in value 
from the standard. To insure that they shall at all times be 
equivalent to the gold dollar, they must be at all times directly 
or indirectly convertible with that dollar. This plainly necessi- 
tates that there shall be kept somewhere in the country a stock 
of standard dollars, in other words, a standard money reserve, 
and that the guardian of this standard money reserve shall be 
prepared at all times to pay it out in exchange for one or more 
of other forms of circulating media. Who shall undertake this 
task? The choice, of course, in a general way, lies between 
the treasury, on the one side, and the banks, on the other. As is 
well known, the European practice is to commit this function 
to a great chartered bank which possesses more or less of a 
monopoly of the privilege of issue, and which bargains to main- 
tain the standard money reserve of the country as a part of the 
price of its monopoly. The commission accepted at once the 
opinion almost universally held by experts, that the European 
practice is the better one, and so provided for the ultimate trans- 
fer of the burden of keeping the reserve from the treasury to 
the banks. 

Against this decision of the commission it was inevitable that 
objections should be brought. In the first place, the process 
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of transferring the task from the treasury to the banks almost 
inevitably involves the retirement of government notes. At 
least, such is the method of making the change in the plan of 
the commission. Naturally, then, the question arises as to 
whether it is expedient to forego the advantage gained to the 
government from the issuing of non-interest-bearing demand 
notes. In answer to this objection the Final Report makes three 
points. First, even to the treasury there are some considerable 
offsets to the saving of interest, ¢. g., interest on the idle reserve 
which has to be kept, expense and trouble of redemption, and 
diminished credit in the banking world with so large a volume 
of demand obligations outstanding. Secondly, the system has 
proved so inefficient practically that it has kept business ina 
fever of anxiety and uncertainty, entailing incalculable loss to 
private individuals and so in the end to the whole community. 
Thirdly, and this is perhaps the most important point made, to 
the community taken as a whole there is really after all no 
material gain. For, in our case, the alternative to the govern- 
ment issue of paper money is banking issue under the conditions 
of perfectly free competition. But, with such free competition, the 
advantages of the process of issue are certain to be distributed 
among the people at large in lowered rates of discount. This 
point is frequently overlooked, because the student almost always 
has in mind as the natural alternative to our system one like 
that of France, or England, or Germany, where there is a sub- 
stantial monopoly of the power of issue in some one great bank. 
In such case, of course, the profit which the government foregoes 
by relinquishing the issue of notes is absorbed by a corporation 
which has the franchise, and, se, the loss to the government is 
not compensated by a gain to the people at large. 

Thus it must be admitted that the supposed advantage to 
the nation from maintaining a non-interest bearing loan is really 
non-existent, that the popular ideas upon this subject are wholly 
inaccurate. But to establish this point is not enough. Having 
proposed what amounts to a revolutionary change in the cur- 
rency system of the country, the commission is in duty bound 
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to show that that change is not only harmless, but indispen- 
sable. This is particularly true in view of the fact that there is 
a powerful public sentiment in favor of the retention of the 
greenbacks. So powerful is this sentiment that probably nine- 
tenths of those who make a business of observing practical 
politics would say, without a moment’s hesitation, that the retire- 
ment of the greenback is, politically speaking, wholly imprac- 
ticable. This obligation to show the positive harmfulness of the 
treasury-note system and the necessity of its abolition, the Final 
Report does much to meet. This is plainly the significance of 
the sections devoted to the history of the greenback and to the 
study of its effects upon the cost of the war, the level of prices, 
and the rate of wages. The matter is also more directly con- 
sidered in the section on the Retirement of United States 
Notes. The treatment is full and able; yet, I am bound to 
say, that it is not to my mind entirely convincing. I cannot 
help thinking that here, as in so many other cases where the 
advocates of sound money attack popular views, they weaken 
their case by taking an unnecessarily extreme position. Per- 
sonally I have never been able to feel so entirely certain that a 
circulation consisting of government paper is bound to be mis- 
managed. The usual appeals to historical experience upon this 
point seem to me by no means decisive. Nations, like indi- 
viduals, live and learn. There is ample evidence that on this 
matter of credit money they have learned. The whole history 
of credit, whether as an auxiliary to capital, or as a medium of 
exchange, shows that it is an extremely valuable but dangerous 
tool, skill in the use of which has required the learning of many 
lessons. Not only has government paper been the source of 
much disaster to nations, the same is true of bank paper. It 
has taken the world a great while to learn to handle bank notes 
in such a way that they should not be productive of more harm 
than good. Asa matter of fact, taking everything into account, 
the treasury has done fairly well with the greenback. As long 
as a large section of the public is bitterly opposed to the main- 
tenance of the gold standard, is ready to use any means fair or 





302 JOURNAL OF POLITICAL ECONOMY 


unfair to promote the establishment of silver, it is impossible to 
give the system stability on any plan. That in such a state of 
public sentiment the treasury has succeeded in maintaining 
gold payments for nearly twenty years—certainly as long a 
period as the banks of this country ever maintained the converti- 
bility of their paper— surely this fact shows that the usual dog- 
matism as to the necessary incompetence of the government in 
the handling of the paper circulation is not altogether war- 
ranted. Of course I do not mean to deny the theoretic force 
of the usual arguments, that the banks can be brought to 
account while the treasury cannot, that the treasury is con- 
stantly hampered by inaction or interference of Congress, that 
it is bound to be influenced by political motives, etc., etc.; I 
merely insist that our experience shows that the practical sig- 
nificance of these arguments has been exaggerated. 

Again, the condemnation of the treasury note, because of its 
inelasticity, always seems to me largely unfounded. I will not 
insist, though I consider the proposition quite likely, that there 
is no good reason why the treasury note should not be elastic. 
I would merely urge that it is a mistake to insist that every 
part of the currency needs to be elastic. Plainly there exists 
in the country at all times the need for a very large stock of 
circulating medium. Even in the dullest period the United 
States will make use of 1000 or 1200 millions without the 
slightest sense of plethora. Now there is no good reason for 
making this portion of the money stock elastic. The monetary 
system, as a whole, is elastic, provided the marginal supply, so 
to speak, is elastic. From the standpoint of pure theory a per- 
fectly natural system to establish would make the money of the 
country, outside token money, to consist of three chief ingredi- 
ents, viz.,an adequate stock of standard money to serve as a 
foundation for the system; second, a considerable volume of 
inelastic money—overrated silver or government paper or 
both; and, finally, a proper supply of thoroughly elastic bank 
notes. The natural course of evolution has already worked 
out such a system in its principal outlines in several important 
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countries. In fact it is evident that the members of the com- 
mission themselves accepted this general theory as respects 
silver. That is, they did not attempt to retire that silver or to 
give it elasticity. They assumed that a place could be found 
for it, or most of it, in what Professor Taussig calls the “ large 
change circulation.’” Why should they not, in a similar way, 
find a place for at least a large share of the treasury notes, say, 
in the bank reserves ? 

But it is not only possible to argue that the usual fear of 
great evils from a continued issue of government paper is largely 
unfounded. I am tempted to carry the war into the enemy’s 
camp, and to insist that there are grave doubts as to whether 
the banks would do as well in the way of maintaining the stand- 
ard of value as the treasury now does. Is not expert opinion 
in this country too largely influenced by European experience ? 
Is there not some failure to recognize that conditions in Europe 
and America are in important particulars fundamentally differ- 
ent? In the leading European states, whose example we are 
wont to cite, the task of maintaining the ultimate gold reserve 
rests upon some great chartered bank, possessing substantially a 
monopoly of the power of note issue. Now, inevitably, such a 
bank, with vast capital, world-wide prestige, a multitude of con- 
nections with all the banking centers, certainly has far greater 
fitness for the task of maintaining the reserve than a govern- 
ment treasury, more or less subject to the exigencies of practical 
politics, more or less liable to interference from the legislative 
branches of the government, etc. But it must be remembered 
that there is a very great difference between the undertaking of 
the task in question by such a bank and by an unorganized mass 
of small banks. In the first place, unity of action will naturally 
be lacking. No one bank plainly could undertake the task, and 
concert of action among a large number of organically inde- 
pendent and competing banks on so delicate matter as the man- 
agement of the ultimate gold reserve of the country is extremely 
difficult. Doubtless there are some reasons for hopefulness at 
this point, suggested by repeated experience of the New York 
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banks in periods of panic, when they have acted together in a 
fashion that is demanded by the exigencies of the case, though 
not altogether to be anticipated, in view of the selfishness of 
human nature. But there is still room for doubt. Again certain 
important requisites of a psychological character will be wanting. 
The business world will not be able to turn its eyes to some one 
institution like the treasury, or the Bank of England, and see a 
gigantic reserve which promises by its very bulk to insure sta. 
bility to the system. Today, in spite of the constant alarming 
predictions of the advocates of greenback retirement, it is still 
practically impossible to convince the majority of business men, 
and even of bankers, that there is any serious danger to the gold 
standard when they see 125 millions in the treasury. Still 
another psychological factor of importance is the consciousness 
of the unlimited credit and borrowing power of the treasury — 
a power which not even the mightiest banks of Europe could 
possibly hope to match. Doubtless it would be answered that 
the use of this borrowing power by the treasury depends upon 
the determination of the United States to continue gold pay- 
ments — that, consequently, it is liable at any moment to be 
withdrawn by Congress. There is certainly force in this argu- 
ment; but less than might at first thought seem. A congress 
which would not hear to granting the power to issue bonds for 
the maintenance of specie payments will still be a long way 
short of taking away a power which has already existed for a 
quarter of a century. On the other hand, in the face of a con- 
gress which was so thoroughly hostile to gold, as such action 
would imply, there would be no possibility of maintaining the 
gold standard in any case. 

Besides these a priori considerations, it would be easy, as 
before noted, to make a plausible case from experience. The 
plain fact is that during one of the most trying periods in our 
history, in spite of an opposition to the gold standard which 
more than once has been on the very eve of victory, and which 
again and again has compelled a resort to the most dangerous 
compromises, the treasury has maintained the parity of all our 
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moneys with gold. It is in the highest degree doubtful whether 
banks would have done as well. 

But, if it be admitted that the commission chose wisely in 
deciding to relieve the treasury of the task of maintaining the 
standard, two questions still remain: Have they proposed suit- 
able provisions for effecting the transfer to the banks, and have 
they insured that, after the transfer, the work shall be cheaply 
and well performed? In the first place,as respects the transfer, 
Professor J. F. Johnson, in an article in the Annals of the Ameri- 
can Academy for March of this year, objects that it really is not 
made — that the treasury is not relieved of the burden of main- 
taining the gold standard by the commission’s plan; since it 
provides that the issue department shill exchange gold for 
silver dollars, while no provision is made for the retirement of 
these silver dollars when once redeemed. Under such a plan it 
would seem, therefore, that an endless chain would be made 
out of the silver dollars exactly similar to the one which has 
been made out of treasury notes. To this the Final Report of 
the commission replies that silver dollars once redeemed are 
not again to be paid out, except in exchange for gold, so that 
the endless chain would very soon be cut. This answer seems 
entirely adequate, if the plan of the commission really contem- 
plates such treatment of redeemed silver. It was not altogether 
a natural inference from the bill that this was the case; since 
the section which touches this point says only that United States 
notes or treasury notes (not mentioning silver) once redeemed 
shall not be paid out, etc. Doubtless, however, Professor 
Laughlin is correct in his interpretation of the law. It is prob- 
able that the mere absence of any authority in the issue depart- 
ment to pay out any particular kind of money after it has been 
redeemed would be sufficient to insure its being kept. Siill, if 
it was desirable to make assurance doubly sure by a specific 
statement in the case of notes, why not also for silver ? 

Granting, then, that the commission’s plan really puts the 
task of maintaining the standard upon the banks, we next ask, 
Is its method of bringing about this transfer, on the whole, the 
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best one ? At this point we naturally find ourselves contrast- 
ing the commission’s method of procedure with that contained 
in Representative Walker’s bill, or in the bill just reported to 
the house by the committee on currency and banking. As the 
reader will probably remember, Representative Walker’s plan is 
to substitute for the treasury notes a joint treasury and bank 
note for which the banks shall become responsible. That is, 
they must not plead when called upon to redeem it in gold that 
it is legal tender, or that it is a treasury note, but must them- 
selves assume the responsibility of maintaining its parity. The 
commission’s plan, on the other hand, proceeds by the method 
of withdrawing the government notes altogether, thus getting 
the treasury directly and fully out of the business of circulating 
demand obligations. The Walker expedient has an air of arti- 
ficiality which is rather trying to the student. But two or three 
things are undoubtedly to be said in its favor. In the first 
place, it avoids the very wide-spread prejudice against the 
retirement of the greenback. It maintains the large non-inter- 
est-bearing loan; for, of course, the advantage of issue inures to 
the treasury, although the bank has the burden of keeping the 
issue at par. But, again, the Walker plan has the advantage of 
transferring the burden to the banks ¢mmediately, while the com- 
mission’s plan postpones this, or, at least, its final completion, 
for ten years. If the change is so very desirable as the com- 
mission believes, it would seem important to have it consum- 
mated sooner than the date named. Indeed, if the country can 
afford to wait ten years, it is rather-difficult to believe that it 
could not wait twenty or thirty. The chances are now that we 
are passing through, or at least by the end of ten years shall 
have passed through, the most troublesome period in dealing 
with the opponents of the gold standard. That is, we can prob- 
ably expect with some assurance that ten years from now the 
country will pretty well have resigned itself to the gold stand- 
ard, and will have made up its mind to employ all the means 
necessary for the efficient maintenance of that standard. Fur- 
ther, the spreading of such a process over a long period always 
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exposes the nation to the danger of having the operation of the 
law suspended by a later congress in some period of depression 
foolishly attributed to the action of that law. 

Another objection which has been urged against the com- 
mission’s method of putting the task of maintaining the stand- 
ard upon the banks is that it will require a very large addition 
to our stock of gold, and that to get this increased supply will be 
very difficult, if not impossible. The reasons for this increase 
in need are that there will be no other legal tender for reserves, 
and, secondly, there being no distinction made among banks, all 
will be obliged to maintain gold payments, in spite of the fact 
that this is quite needless. To this objection the Final Report 
answers, first, that the gold released by the tteasury, in addition 
towhat the banks already control, will nearly satisfy the demand ; 
that, secondly, the United States isa large producer of gold, 
and has only to keep its own product ; that, finally, in the last 
resort, we could use the ordinary means to restock our reserves 
from European centers. This does pretty well, but it may be 
doubted if it altogether covers the case. No one would deny 
that we could get gold. The only question is, Will the cost be 
too great? Can we get a hold of it without such interference 
with the natural distribution of gold—such “tugging at the 
blanket,” to use the common metaphor of the bimetallists — as 
will cause some fall in prices? Very likely the scientific stu- 
dent would answer in the affirmative, would declare that no 
fall in prices would follow our drawing 100 or 200 millions 
from European sources to increase our bank reserves. Still, 
may it not plausibly be contended that, in the present state of 
the public mind, considering the great extent of the conviction 
that there is already too much demand upon the world’s supply 
of gold, it would be inexpedient, as a matter of practical poli- 
tics, to do anything toincrease that demand. Our usual method 
of answering the contention of those who make much of the 
increased burden on the world’s stock of gold is to say that, 
with the greatly extended substitution of credit for metallic 
money, the real demand for gold has not materially increased, 
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but has rather diminished during the last twenty-five years. 
Now, is it not of doubtful wisdom for us to adopt a policy which 
is retrograde in this respect, which calls for as much gold again 
as is now in the hands of the banks ? 

But, again, is it not an objection to the plan that, if perfectly 
feasible, it is unnecessarily costly ? It surely is not necessary 
that the reserve of every one of the four or five thousand banks 
throughout the United States should be a gold reserve. Nobody 
in the village of Podunk is going to want gold, anyhow gold in 
such quantities as to necessitate the keeping of even 5 per cent. 
of its deposits in that metal. The demand for gold will show 
itself only in two or three centers having international connec- 
tions, from and to which bullion movements take place. If we 
propose to require the banks to maintain gold payments at all, 
would it not be the more natural way to require the gold pay- 
ments, and so the keeping of gold reserves, in these few central 
places, and then, in order to provide reserves for the remaining 
banks of the country, to maintain 200 or 30¢ millions of legal- 
tender notes ? 

Quite a different objection to the plan of the commission is 
that of Professor Johnson, to the effect that under the new 
order the stock of gold would be too small, and the volume of 
credit too large, to insure a sound and stable system. He 
thinks that, instead of replacing all the retired treasury notes 
with bank notes, we should leave a place for gold to fill up. 
Instead of doing this, the commission actually would expand 
still further the bank circulation, thus still more increasing the 
disproportion between the base of gold and the superstructure 
of credit built upon it. The significance of this objec:ion 
largely depends on one’s habit of mind. Personally, I should 
not give it much weight. 

Some other questions which naturally arise in considering 
the commission’s bill concern the conditions under which the 
banks shall maintain the gold reserve and their organization for 
the accomplishment of this task. Thus it would be of interest 
to consider just how far the task of the banks would be increased 
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by the presence of a large amount of overrated silver. It is 
probable that any difficulty at this point would largely be over- 
come by the provisions which make a place for this silver by 
withdrawing other forms of credit money of denominations under 
ten dollars. As respects the organization of the banks for main- 
taining the standard, the absence of any provisions at this point 
will be to some critics an objection tothe plan. Plainly it is quite 
unnecessary that all the banks of the country should burden them- 
selves with this task, since the demand for gold will naturally be 
concentrated in two or three monetary centers. On the other 
hand, it is equally plain that at these few places every condition 
should be favorable to the thoroughly satisfactory performance 
ofthe task. For many years the New York banks have beenaccus- 
tomed to act more or less together in a crisis, instead of resort- 
ing to the sauve gut peut policy. Would it not be well to provide 
for legalizing in some way such organized action, especially 
with reference to this maintaining of the gold reserve? How- 
ever, perhaps the commission is right in leaving this to be worked 
out by natural evolution. 

Thus far, in considering the commission’s plan for managing 
the gold reserve, we have confined our attention to the system 
which is ultimately to be established. But, since the transition 
to this ultimate system is to be a gradual one requiring for its 
completion ten years, it seemed necessary that something be 
done to insure better management during the interval. The 
different provisions which in one way or another will contribute 
to this result are quite numerous and not altogether easy to 
classify. They might, perhaps, be conveniently grouped as those 
which attempt to make the task easier for the treasury, and, 
second, those which seek to render the treasury more efficient in 
the performance of the task. Generally speaking, every expe- 
dient which tends to increase the confidence of the country in the 
system would make the matter easier. For, first, increased con- 
fidence would tend to hinder the withdrawal of gold either from 
the country or from the treasury reserve. In like manner, it 
would incline the banks to share the burden with the treasury, 
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as they did prior to 1892. Further, it would encourage the flow 
of gold to the treasury by way of duties on imports. Now, the 
bill would in many ways tend to increase the confidence of the 
country in the stability of the system. The definite declaration 
in favor of the gold standard; the formal determination to pay 
government obligations in gold ;_ the isolation of an issue depart- 
ment; the authorization of the secretary to maintain whatever 
reserve he considered necessary to insure public confidence; the 
stoppage of the coinage of silver; the providing of a place for 
silver by the withdrawal of small notes; the diminution of the 
stock of government credit money by 50 millions; the prohibi- 
tion of reissue in the case of redeemed treasury notes —these 
and others would contribute greatly to give to the public con- 
fidence in the permanence of the gold standard. 

But, besides those provisions which help by increasing con- 
fidence in our system, there are still others which would operate 
to render the task of the treasury easier. Thus the various 
expedients proposed for insuring elasticity all act in this direc- 
tion. It is hardly too much to say that to make the monetary 
stock thoroughly elastic is to solve the whole problem of main- 
taining the standard. For, while it would doubtless be an exag- 
geration to attribute every withdrawal of gold from the country 
and from the treasury to a plethoric condition in the monetary 
system, yet no one can doubt that such conditions contribute 
greatly to the result in question, and that, for such a gold 
drain, prompt and thoroughgoing contraction furnishes the 
very best remedy. Another provision of the bill which will 
operate in the same direction to make the task of the treasury 
easier than it has been in the past, is the retirement of gold cer- 
tificates. For this must tend, in some measure at least, to hinder 
the accumulation of gold by the bankers and so to encourage its 
flow to the treasury. As long as bankers can be saved the 
trouble and expense of caring for the gold, while at the same 
time owning it, as under the gold-certificate system, they will be 
inclined to prefer gold, even when they have no other good 
ground for doing so. If, however, we make it necessary for 
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them to take care of the metal itself, plainly their disposition 
to hoard gold would be greatly diminished, and thus the gold 
supply needed for the reserve would be released and would more 
easily be drawn into the treasury. 

But the commission was by no means contented with merely 
trying to make the task of the treasury easier ; it also set about 
making such changes in the machinery for maintaining and using 
the reserve as would secure far greater efficiency than we have 
known in the past. First, a separate issue department is to be 
organized quite independent of the fiscal department of the 
treasury, under the headship of a special assistant secretary. 
As to the expediency of this change, there seems to be no dif- 
ference of opinion. Secondly, for the accumulating of a reserve 
the secretary is authorized to take from the general fund of the 
treasury an amount of gold and coin and bullion equal to 25 
per cent. of the outstanding notes, and, in addition, a sum equal 
to 5 per cent. of the aggregate coinage of silver dollars, to 
increase this sum, if in his judgment it is necessary, by the 
transfer to it of any funds in the treasury not otherwise appro- 
priated, as also by the sale of the silver coin or bullion held 
against treasury notes of 1890, and in the last issue to insure 
the maintenance of the reserve by the sale of gold bonds. To 
secure the efficient employment of this machinery for maintain- 
ing the instant convertibility of all forms of money into gold, 
the issue department is authorized to redeem both at Washing- 
ton and at such subtreasuries as the secretary of the treasury 
may designate, United States notes, treasury notes, and silver 
dollars in gold coin. 


We have now finished the consideration of the commission’s 
plan as respects the accomplishment of its first and most impor- 
tant object —the insuring that the gold standard shall be easily 
and certainly maintained. We pass on to the second chief 
object—the furnishing of a satisfactory bank-note circulation. 
Here, as is well known, the great defect of the present order is 
the lack of elasticity. Our bank notes are as good as gold from 
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the Atlantic to the Pacific, without reference to the credit or the 
standing of the particular bank issuing them. But it is felt to 
be a ground of complaint that they are neither readily expansi- 
ble nor promptly contractile. They do, indeed, respond when 
there is a great increase in need, but so slowly that, before they 
are forthcoming, the crisis is already past. So, when once out, 
they tend to stay out indefinitely, and that, too, in spite of a 
sudden falling off in the need to a point much below the nor- 
mal. But, while it was the commission’s special business to 
furnish a more elastic bank circulation, it was necessary, also, to 
bear in mind the element of security, since the very process of 
insuring the elasticity of a note system almost inevitably dimin- 
ishes its security. We have thus to judge the commission’s 
plan at this point with respect to these two characteristics, elas- 
ticity and security. 

Now, elasticity breaks up into two or three special phases 
which need to be distinguished in the process of passing judg- 
ment upon the commission’s plan. Naturally, we have to dis- 
tinguish, first, expansibility and contractility ; for it is quite 
possible to have the former, in some degree at least, without the 
latter being adequately secured. - Again, both expansibility and 
contractility need to be considered as respects their realiza- 
tion both in ordinary times and in special emergencies ; since 
the devices suitable for the one case might prove quite inade- 
quate in the other. 

As respects the provisions for expansibility, and, particularly, 
expansibility in ordinary times, but little objection has been 
made to the plan of the commission. In aiming to secure this 
requisite any project of reform must bear in mind three things, 
namely, the furnishing of adequate powers of issue; second, 
the supplying of suitable machinery; and, third, insuring the 
presence of adequate motive in the issuer. As respects the 
powers of issue, the commission’s bill scarcely alters the present 
system, since only the power of issue up to 80 per cent. of the 
capital stock can be thought of as available in ordinary times,’ 


* The issue beyond this point is subject to a 6 per cent. tax. 
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and this is but little higher than the present maximum limit. 
This remark, however, applies only to the range of expansibility 
in an individual bank. As respects the system as a whole, the 
commission’s bill plainly provides for expanding power of issue, 
since it makes the conditions under which capitalists can organize 
a national bank possessed of the power of issue less onerous 
than they are at present; that is, it removes the limits to the 
expansion of the total bank capital, and so to the expansion of 
the total bank circulation, which are now set by the difficulties 
in the way of procuring the necessary bonds for deposit. 

As respects the machinery of issue, there is little or no 
improvement upon the present system. It is rather surprising 
that, unlike a good many other rival bills, this one does not 
adopt the expedient of requiring the comptroller to keep on 
hand a stock of bank notes for each bank. 

But, while the commission bill has made comparatively little 
change in the power of issue and the machinery of issue, it has 
practically revolutionized the system as respects the furnishing 
of motive to the banker to expand his issues. Of course, the 
greatest hindrance to expansibility in the present system is the 
lack of profitableness in the business of issuing notes. The 
new bill at once strikes the tap root of this defect by providing 
that issues shall be based upon ordinary assets. This is done 
at first in part, later for the whole issue. This, plainly, will 
make a very great difference in the profitableness of the busi- 
ness. At present the banker who desires to use the power of 
issue must invest a considerable portion of his resources in 
assets which bear a very low rate of interest as compared with 
commercial paper. Under the new system, in that it requires no 
special deposit to secure the notes, he would be enabled to 
invest all his resources in such assets as shall be in the time and 
place most profitable. 

As respects the expansibility needed in an emergency, the 
plan of the commission leaves me with some misgivings. This 
need the commission plainly intended to meet with the portion 
of the note issue between 80 and 100 per cent. of the capital, 
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this being taxed at 6 per cent.—a prohibitive rate in ordinary 
times. Barring this high tax, there is between this issue and 
that which is used in ordinary times no essential difference. It 
is not legal tender; it has no special security. Now,I cannot 
help feeling some doubt whether a circulation conditioned just 
like the ordinary circulation provided for by this bill would 
really be of any great use for the purposes of the emergency 
circulation. As is well known, the theory of such an issue is 
that it accomplishes chiefly two objects. It meets that almost 
incalculably increased demand for anything which may be called 
money which characterizes a panic; and, secondly, it suddenly 
expands the resources of the banks, thus permitting them to 
pursue the policy of giving liberal discounts, which is thought 
to be the proper treatment for a panic. As is generally believed, 
success in accomplishing these objects, and particularly the sec- 
ond, is chiefly due to psychological effect of the emergency 
issue in restoring confidence by giving the impression that, if 
necessary, unlimited supplies of satisfactory money will be 
forthcoming. Now, it is doubtful whether such restoring of 
confidence can come from an issue such as the bill provides for. 

The great historic illustrations of the employment of this 
device are to be found in the experience of the Bank of Eng- 
land. It is also present in the German system, but has scarcely 
been put to the test. In the former case the note issue is legal 
tender, at least as long as it is convertible at the bank. Further, 
in both cases, the extraordinary prestige of the banks, their 
possession of the practical monopoly of the business, their 
intimate relations with the government, their enormous capital, 
their world-wide connections, ail these insure that any issue 
which they make will be as good as gold and so will promptly 
and powerfully influence the public mind. But it is question- 
able if this could be said of an issue emanating from a number 
of independent, isolated banks, and wanting the status of legal 
tender as between individuals. Perhaps this objection is met by 
the fact of a joint guarantee for the notes by all the banks in 
the system. But I still have doubts. 
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There is another objection to the commission’s emergency 
circulation closely allied with the one just considered. In the 
instances where the plan has been successfully tried, the notion 
of unlimitedness has been present. Where, for exaraple, the gov- 
ernment of England has indirectly given the bank the power to 
issue two millions more notes, it has also made it understood 
that, if necessary, the process would be repeated indefinitely. 
So, in the case of the Bank of Germany, there is no limit to its 
expansion of the issue, provided the assets are present and the 
tax is paid. In like manner, our practice of issuing clearing- 
house loan certificates gives a power of expansion much less 
precisely limited than one defined as a certain per cent. of the 
banking capital. Now, it is natural to argue that the psycho- 
logical value of the emergency issue is largely dependent on 
this sense of unlimitedness. One hundred millions might prove 
too little, if it were absolutely all that could be had, while ten 
millions might furnish a superfluity, if it were but the first install- 
ment of an increase which was thought of as possibly unlimited. 
In general, ] am decidedly inclined to the opinion that the true 
solution of this problem of an emergency circulation will be 
some utilization of the clearing-house issue secured by the deposit 
of ordinary assets. 

Thus much for the expansibility side of elasticity. As 
regards the fitness of the commission's plan to insure contrac- 
tility in the bank circulation, it has been subjected to a good 
deal of hostile criticism. Doubt is expressed as to its efficacy 
in two particulars, at least, viz., the furnishing of suitable 
machinery to facilitate the return of notes, and, secondly, the 
insuring that there shall be adequate motive, whether in the 
note-holder or the note-issuer, to secure this return. These 
objections do not apply in any considerable degree to the emer- 
gency part of the circulation. Adequate motive to induce the 
issuer to redeem his excess of notes as fast as possible is cer- 
tainly furnished by the tax of 6 per cent.; while, with such a 
force acting on the issuing banker, adequate machinery to 
enable him easily and quickly to carry out his purpose is pro- 
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vided by the continuance of the present plan, whereby any bank 
which desires to contract its circulation can deposit so much of 
lawful money with the comptroller as equals the amount which 
it desires to withdraw. 

But, while the provisions for emergency contractility are 
entirely satisfactory, it is doubtful if the same can be said for 
contractility in ordinary times. As respects machinery, the 
commission’s pian continues the present practice of making each 
bank an agency for all the banks in the matter of redemption, 
by making the notes legal tender to any bank in the system. 
This is doubtless all right. If equally good provisions were 
made for carrying the work a stage further, so that notes once 
in the hands of the banks should not again get into circulation 
until they had passed through the hands of the issuer, there 
would be no cause for criticism. But for this latter stage in the 
process the bill does comparatively little. Redemption is to 
take place through the treasury or subtreasuries, as at present, 
although the comptroller has some latitude in making further 
arrangements. Perhaps the commission depended upon this 
clause to insure the evolution of a system which should be 
thoroughly complete and satisfactory. It seems to me, at least, 
that the plan of Congressman Fowler, to divide the country 
into districts and force the notes of any district to stay at home, 
would greatly facilitate matters. : 

In the matter of furnishing a motive, whether to the note- 
holder or the note-issuer, to make use of the redemption 
machinery so as to bring about a prompt and speedy “homing”’ 
of notes, the commission contented itself with putting its 
dependence upon the self-interest of each bank. That is, the 
desire of each bank to make room for its own notes is to be 
trusted to insure that it will return notes of other banks as rap- 
idly as they are received. In answer to the objection that this 
plan does not work at present, the commission says that the 
only reason why the machinery we now have is not better used 
is that the business of issuing notes is so unprofitable that bank 
ers have no particular inducement to hasten home the notes o 
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other banks in order to make room for their own. All this will 
be changed if issue-banking be made thoroughly profitable, so 
that nothing more will be needed to secure a prompt return of 
idle notes. 

Another way to meet the objection that motive for contrac- 
tion is insufficient would be to point to the tax of 2 per cent. on 
issues above 60 per cent. and below 80 per cent. of the capital 
stock. On the hypothesis that at all times the country will have 
use for a bank circulation amounting to 60 per cent. of the capi- 
tal, then only the remainder would need to be contractile. But 
this result would probably be secured by the 2 per cent. tax; 
since, if there were any serious redundancy, this would bring 
about a low rate of disconnt, the bank could not afford to keep 
out its notes at the cost of paying 2 per cent., and thus would 
be obliged to utilize its power to contract the circulation by 
depositing the corresponding amount of lawful money with the 
comptroller. 

But, while it is possible that the provisions just considered 
will, on the whole, work pretty satisfactorily in securing con- 
tractility, one cannot help thinking that it would have been 
better to make assurance doubly sure by one or two further 
changes. Thus, there is no good reason for not adopting the 
provisions of the old Massachusetts law, as also of the present 
German law, that no bank shall pay out the notes of any other 
bank except to the issuer or to the redemption agency. Again, 
it is not easy to understand why the commission failed to do 
what several other bills have proposed, namely, to repeal section 
g of the Act of 1882 by which restrictions are placed upon the 
expansion or contraction of bank issues. Perhaps this pro- 
vision is contained in the bill and I have overlooked it, but I do 
not remember anything which either directly or indirectly 
brings about this result. 

We have now reviewed the commission’s method of dealing 
with the bank circulation as regards the providing of elasticity. 
We have yet to consider their provision for the security of 
these notes. Having given up the device of deposited collateral 
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for the sake of elasticity, it was plainly necessary to find some 
substitute. As a matter of fact, the system adopted involves 
two principal features: a safety fund, amounting to 5 per cent. 
of the total circulation, and a joint guarantee by all the banks 
in the system under the management of the comptroller of the 
currency. Auxiliary to these expedients, as insuring the guar- 
anteeing banks against loss, are the provisions which give them 
a first lien upon the assets and upon the double liability of 
stockholders. Naturally enough, so revolutionary a change as 
this has called forth a good deal of criticism and has led to 
many expressions of doubt. The present system is admittedly 
a thorough success as regards the security of the notes, and the 
commission admits that the country must not be asked to put 
up with anything less satisfactory in this respect. The Final 
Report, therefore, devotes much space to demonstrating the 
perfectly secure character of the proposed system from the 
standpoint of all the parties interested. Several chapters are 
given to the study of other banking systems which have 
depended upon commercial assets. Detailed statistics of our 
own national banking system are given to show the improbabil- 
ity of any loss growing out of the application of this device to 
that system. Finally, the discussion is rounded off with a very 
able and thorough study of the probable working of the com- 
mission’s bill. Here the interests of three different parties are 
considered. Will the plan seriously impair the security of the 
note-holder, or of the other banks in the system, or of the 
depositor? As respects the case of the note-holder, the argu- 
ment of the Report certainly seems conclusive. There is doubt- 
less some force in the objection that, under the new system, 
things would be sufficiently different to make statistics from the 
old order of things somewhat uncertain guides as respects the 
working of the new, Still, it is quite incredible that there 
should be any such development of reckless or dishonest bank- 
ing as would endanger the position of a note-holder who enjoyed 
the guarantee of the great body of banks. 

As to the second point, 7. ¢., the effect upon the other banks 
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in the system, the case is not quite so clear. Still I cannot help 
thinking that a refusal to go into the system on this ground 
alone would show an excess of conservatism. The provisions 
for increased care in the superintendence, the influence of 
affiliated banks deeply interested in maintaining the solvency of 
all, the increasing density of population and increasing publicity 
in business affairs which remove further and further the proba- 
bility of wild-cat banking, insure that the burden of joint guar- 
antee would amount to a very small tax. 

Finally, the objection that the depositors would not fare as 
well under the new system as under the old does not seem very 
weighty. Doubtless there is force in the consideration that in 
the present system something is gained by the fact that a por- 
tion of the capital must be deposited at Washington, and so 
cannot be dissipated by bad management ; while, under the pro- 
posed arrangement, if we suppose the dissipation of, say, 60 
per cent. of the capital, this would mean also 60 per cent. of 
that portion which is now invested in bonds. To this extent 
the circulation fund would have to be made good from the assets 
otherwise available to depositors. But a little arithmetic 
will show that this could not be a great matter. The bond 
security at present amounts to about one-third the capital, and 
the capital in turn to one-third the deposits. Consequently, a 60 
per cent. loss on those assets which at present secure the notes 
would amount to 60 per cent. of one-ninth of the deposits, 7. ¢., 
about 7 per cent. Of course this is worth accounting from the 
standpoint of the depositor, but it is not so large an amount as 
to stand in the way of an important reform. 


We have given so much space to the consideration of those 
portions of the plan of the commission which are directed to 
the accomplishment of the first two objects of reform, viz., the 
greater stability in the standard of value, and a more satisfactory 
bank circulation, that we have little left for the third, 7. ¢., the 
furnishing of better banking and currency facilities for the South 
and West. While this can scarcely be thought of as an object 
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co-ordinate in importance with the first two consideted, it is yet 
of no little significance. From the standpoint of practical 
politics it might perhaps claim to be of even greater importance. 
It is not unlikely that the lack of banking facilities in the South 
and West is the chief explanation of the discontent which in 
those sections voices itself in the silver and soft-money agita- 
tions. While doubtless the difficulties of new communities are 
largely due to causes which only time can remove, such as the 
comparatively small amount of capital which they possess, 
nevertheless it can scarcely be denied that much good would 
result from increased credit facilities. 

The accomplishment of this end the commission's bill aims to 
secure in three different ways. In the first place, very great 
stress is laid upon the help which would come from the new 
method of issue. It is argued that the privilege of issuing a cir- 
culation based upon commercial assets would both greatly 
encourage the organization of new banks in the districts named 
and also cause a considerable increase in the issues of those 
banks already existing. The argument on this point is extremely 
forceful and is worth emphasizing, because in the discussions of 
the commission’s plan it has frequently been overlooked. The 
present system, in that it requires a deposit of bonds as a basis 
for issue and thus cuts off the chance of reasonable profits from 
the business, really discriminates against the newer parts of the 
country ; since this unprofitableness is much greater in such dis- 
tricts than in the long settled communities. As noted in an 
earlier discussion, the unprofitableness of the system grows out 
of the requirement that the bank shall invest a considerable 
part of its resources in securities bearing a comparatively low 
rate of interest. But, plainly, whether or not a given rate is to 
be accounted low depends upon the alternative investments 
which are open to the banker. In the older districts such 
alternative investments at times bring even lower returns than 
government bonds. But matters are far different in the newer 
districts. There banks will find opportunities for the use of 
all their resources at from six to eight per cent. Naturally 
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enough they wili invest the minimum possible in government 
bonds. In consequence, those portions of the country which 
have the greatest need for notes have as a rule the smallest sup- 
ply. The plan of the commission would change all this. With 
issues on general commercial assets, the frontier banks would 
find it to the highest degree profitable to lend their credit in 
this particular form; and we can scarcely doubt that the con- 
sequence would be a great extension of banking facilities in 
those regions. 

But the commission was not satisfied with the improvement 
which would come from the changed method of issue. It pro- 
posed, besides, two further modifications to meet this need for 
increased facilities in the South and West. The first lowers the 
minimum of bank capital from $50,000 to $25,000. The second 
permits the establishment of branch banks. It is probable that 
this including of both expedients was more or less of a com- 
promise between opposing views. It would seem that, if the 
idea of branch banks were thoroughly carried out, there would 
be no occasion for lowering the minimum of bank capital. 
There are certainly serious objections to the latter policy, 
especially under the new system of guarantee by all the banks 
of the issues of each bank. The chief objection to this device 
of a joint guarantee from the standpoint of the banks generally, 
that they would be called upon te bear the losses incurred by 
reckless or dishonest banks, is rendered much more serious by 
the provision which opens the business to any group of men 
with $25,000 capital. Further, as was pointed out last October 
in the Quarterly Journal of Economics, the provision to lower the 
banking capital to $25,000 would be of little use, since even 
this sum would be too large for the frontier villages. On the 
other hand, the branch-bank system is particularly efficacious 
in that it places at the disposal of the outlying districts the 
resources and experience of great central banks. Thus it would 
seem better to depend wholly on the branch-bank plan of 
procedure. 

We have now passed in review the leading features of that 
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plan of currency reform which is the very notable outcome of 
one of the most notable movements of our time—the first 
thoroughly organized movement of the business classes in the 
whole country directed to the bringing about of a radical change 
in national legislation. It is hard to leave the subject without 
speculating as to the probable result of so noteworthy a series of 
efforts. While tempted to indulge in some pages of such specu- 
lation, space limits compel me to content myself with two or three 
sentences. It is probably a foregone conclusion that the particular 
plan of reform indorsed by the Indianapolis Convention will not 
become the law of the land. Nay, more, it is not improbable 
that the present agitation will die out without having secured any 
considerable change in our laws. Even in that case, however, 
the movement will not necessarily have been in vain. At least 
the business classes will have gained in aptitude to undertake the 
influencing of legislation. The public will have gained in the 
knowledge of monetary and banking matters necessary to pre- 
pare them to pass judgment upon any future project of reform. 
Finally, the leaders will have made progress toward securing that 
definiteness and unity in idea and purpose which will be indis- 
pensable for carrying through the work of reform when at last 
the time shall be ripe. In any case, the commission certainly 
has the right to congratulate itself upon having produced a plan 
of currency reform at once moderate, catholic, and thorough— 
a plan to which, in its essential features, the great majority of 
those who can claim to speak with any degree of authority have 


given full and cordial approval. 
F. M. Taycor. 
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AN EARLY CHAPTER IN CANADIAN RAILROAD 
POLICY. 


IN new countries the question of transportation plays an 
important part, and the conscious policy manifested by the 
government is worthy of close scrutiny, not only because of its 
interest as a study in beginnings, but also because of the 
influence it exerts on later developments. Canada has been no 
exception to the general rule. In the early days of settlement, 
at the end of last century and the beginning of this, population 
shot out in tongue-like formations along the water courses. In 
the maritime provinces of Nova Scotia and New Brunswick 
settlement was conditioned almost absolutely by the water 
courses. The extensive coast line of Nova Scotia, the numer- 
ous indentations in its coast, the rivers that find their estuaries 
in these indentations, all seemed to indicate the importance of 
the waterway communication. In New Brunswick as late as the 
middle of the present century population spread along the river 
courses and the seacoast, and between these points of settlement 
there existed well-nigh trackless wastes. In the Canadas’ similar 
conditions prevailed. The magnificent stretch of water com- 
munication from the mouth of the river St. Lawrence, far into 
the heart of the continent long conditioned the westward move- 
ment of population. The traveler down the river St. Lawrence, 
at the present day, is reminded, when he looks at the continuous 
villages with their white-walled houses which line its banks, of 
the day when the river was the only social link, the only com- 
mercial way. 

It was natural then, that the deficiencies in the existing sys- 
tem of transport should be early appreciated. With expanding 
population, with increasing trade, the tedious means of transport, 

* The provinces now known as Ontario and Quebec were then known as Upper 


and Lower Canada. 
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the rapid-impeded channels of the rivers became more irksome. 
The transportation of goods into the interior in the flat-bottomed 
batteaux then used for this service, was tedious and costly.’ 
Freights from Liverpool to Montreal cost on the average $7 
per ton; the charge for transporting these goods from Montreal 
to the upper end of Lake Ontario was from $20 to $27 per ton.’ 
In the troublous period of 1812 the English government had 
an object lesson as to the burden of transportation charges ; 
the transportation of a 24-pound cannon from Montreal to 
Kingston cost £200 sterling, while the charges on a 74-cwt. 
anchor amounted to £676.3 

As early as 1809 attention was turned to the improvement 
of transportation on the unimpeded stretches of water. In that 
year steamboat connection between Montreal and Quebec was 
established. The first lake steamer, the Frontenac, was built 
in 1816. By 1826 seven vessels, whose construction had cost 
£39,500 plied on Lake Ontario.5 

At a still earlier date attention had been turned to canal 
construction with a view to obviating the disadvantages of the 


rapids. As early as 1781 shallow canals had been built around 
the Cedar Cascades and the Coteau rapids. In 1791 a canal 


‘ These boats, which were forty feet in length and six feet in width, were manned 
by a crew of four men and a pilot. By the use of oars, sails, and iron-shod poles for 
pushing, the journey from Lachine to Kingston, where the lake navigation begins, 
could be made in from ten to twelve days. TROUT, Railways of Canada, p. 24. 

? MCMULLEN, “story of Canada, vol. ii. pp. 469-470. The freights down the 
stream were also expensive. The cost of transportation of a barrel of flour from 
St. Catharines, near Niagara, to Montreal amounted to one-third of the value.— /éid., 
loc. cit. 

3 HANSARD, Dedates (English), 1828, vol. xix. p. 1634. Remarks of Sir G. 
Murray, on the ordnance estimates. The knowledge which England possessed at the 
time of the possibilities of a timber-producing country is shown by the fact that she 
sent out to Canada in 1812 two vessels in frames. The cost of transportation of these 
from Montreal to Kingston amounted to £30,000 sterling. 

4The Steamer was named the Accommodation. The first trip was made in 
November of the year 1809. Bryce, Short History of the Canadian People, p. 308. 

5 Trout, Railways of Canada, p. 23. 

© Statistical Year Book of Canada, chap. xv. § 1220. These canals were six feet 
in width and two and one-half in depth. They were intended to permit of the 
passage of a batteau loaded with thirty barrels of flour. 





AN EARLY CHAPTER IN CANADIAN RAILROAD POLICY 325 


had been built at Sault Ste. Marie. In the period 1818 to 1835 
a series of canals, the Welland, the Grenville, the Rideau and 
the Lachine, were constructed.? 

The deficiencies in the existing methods of transportation 
which have been indicated, and the appreciation of the advan- 
tages consequent upon the adoption of steam railroad transpor- 
tation in the old world had early turned the attention of the 
new world to this matter. In Canada it was felt that the 
adoption of such a system was absolutely necessary if quick 
settlement was to be facilitated. Owing to the lack of an 
efficient means of communication acre on acre of fertile soil, 
mile after mile of rich woodland was virtually withheld from 
settlement. The railroad project presented itself to the pioneer 
not as a sordid matter of commerce alone but as an essential 
factor in national life and development. 

At an early date the advantages of an interprovincial con- 
nection were placed before the public. In 1827 a project fora 
railroad connecting St. Andrews, on the Bay of Fundy, near the 
Maine boundary, with the city of Quebec was mooted, and the 
matter was discussed in public meeting at St. Andrews in 1828.4 
The project was dormant until 1832 when it again came to the 
front. Stress was laid on the commercial advantages, since 

' Statistical Year Book of Canada, loc. cit. This canal had one lock. It was 
intended to facilitate the trade of the Hudson Bay Company. 

? The Welland canal, connecting Lake Erie with Lake Ontario, was primarily a 
commercial undertaking. The Lachine canal, the Rideau, the Grenville, in the con- 
struction of all of which the English government co-operated, were primarily of 
strategic importance. The reason given for a mean depth of five feet in the case of 
the Rideau canal was that the canal was to be used chiefly for military purposes and 
that this would be sufficient for the transfer of all descriptions of military and naval 
stores. See HANSARD, 1828. vol. xix. p. 1634. Canadian Statistical Year Book, chap. 
xv, § 1220. Bryce, Short History of Canadian People, p. 423. MCMULLEN, History 
of Canada, vol. i. pp. 469-470. 

3‘The Baltimore and Ohio Railroad was chartered in 1827, Zaws of Maryland. 
“An act passed to incorporate the Baltimore and Ohio Railroad Company,” passed 
February 28, 1827. Railroads were chartered in quick succession in North Carolina, 
New York, Massachusetts, and New Jersey.— HADLEY, Railroad Transportation, 
PP. 32-34. 

4 Statistical Year Book of Canada, chap. vii, § 329. 

SSANDFORD FLEMING, Zhe /ntercolonzal, p. 6. 
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such a railroad would afford a means whereby the timber, the 
provisions, ashes and other exports of the interior provinces 
might be disposed of much more expeditiously than if sent by 
the river St. Lawrence, there being at the same time the 
advantage of having a winter port.’ 

In 1830 the discussion of the advantages of railroad con- 
struction began in Lower Canada. The real importance of the 
railroad was not, however, appreciated, for it was considered 
that it would act simply as supplementary to the canal system. 
It was suggested that wooden railroads on which the cars should 
be drawn by horses would be of value for transportation pur- 
poses in the spring and fall. The papers commented on the 
“unparalleled speed” of the Stockton and Darlington Railroad 
which had conveyed six or seven hundred passengers “at the 
rates of ten, twelve and sixteen miles per hour.”3 The most 
tangible proposition made in this connection was that a railway 
connecting Lake Champlain with the St. Lawrence should be 
constructed.‘ 

The Champlain and St. Lawrence proposition, which was 
intended to afford a shorter means of communication by a mixed 
rail and water route between Montreal and New York than was 
afforded by the water route via the St. Lawrence and the Riche- 
lieu rivers,; took hold of popular approval. A company of 

* FLEMING, /oc. cit.; details as to the trade of the provinces at an early date will 
be found in ANDERSON, /mportance of British America, pp. 306 and 311. 


* Montreal Gazette, January 6, 1830. Letter written by Mr. J. GEORGE. It was 
assumed at the time that transportation must of necessity be intermitted in the winter 
season. 

3 Tbid., loc. cit. 

4 Montreal Gazette, January 18, 1830. At this time a wooden railroad had been in 
use for some years along the banks of the Lachine Canal. A curious suggestion appears 
in the Quebec Mercury, quoted in the Montreal Gazefte of this date, tothe effect that the 
delays consequent upon the heavy snows of winter might be avoided by having the rail- 
road elevated two feet above the ground and built as far as practicable in the direc- 
tion of the prevailing winter winds. Upper Canada at this time was interested in the 
improvement of its highways; £20,000 was granted for this purpose in 1831 by the 
legislature.—Séatutes of Upper Canada, 1831, chap. xvii. 

5 The proposed line would form the base of a triangle. By the existing route it 
was necessary to travel along the two sides of the triangle. 
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seventy-four persons with a capital cf £50,000 known as “The 
Company of the Proprietors of the Champlain and St. Lawrence 
Railroad” was incorporated in 1832.2, The powers granted the 
company, the provisions contained in the charter, the discussion 
which took place on the act, all merit attention; for this was the 
first railroad charter granted in the Canadas, and it remained for 
a number of years, the model upon which the railroad charters 
granted in Lower Canada were based. 

In the course of the discussion the policy of government 
ownership was advocated by some members of the legislature. 
Papineau, the leader of the radical French section, took an 
uncompromising stand in favor of private ownership on the ground 
that government control left the way open for jobbery.3 The 
attitude towards railroad enterprise shown in the act was based 
on the assumption that it would not be necessary for the govern- 
ment to intervene in any way to aid the railroad. This attitude 
was manifest for some time in the railroad legislation of the 


Canadas. 
When disputes arose with reference to the price to be paid 


for the land it was found necessary to take for the purposes of the 
railroad, recourse was to be had to a special jury empaneled by 
the sheriff of the district, where the land in dispute was located, 
on the direction of the court of King’s Bench ; the award of this 
jury was to be final.t Those obstructing the free use of the 
railroad were to be subject to a penalty of not less than £5 nor 


*Nine of these bore French names. 

* Statutes of Lower Canada, 1832, chap. ii. 

3Montreal Gazette, January 21, 1832. In the absence of official copies of the 
debates — these were not then provided for —it is necessary during the earlier period 
to have recourse to the newspaper files of the time. It is somewhat interesting to 
note that in Canada as in other countries an opposition to the railroad project on 
pseudo-humanitarian grounds was manifested. It was held that it would be prejudi- 
cial to the interests of the ‘‘poor carters.” —Jéid., loc. cit. 

“Section 12 of the act of incorporation. Compare with the foregoing provision 
the following from the charter of the Baltimore and Ohio Railroad : “If they cannot 
agree... . application may be made to any justice of the peace of such county who 
shall thereupon issue his warrant . . . . to the sheriff of said county requiring him to 
summon a jury... . to decide the matter.” 
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more than £10.". The occasional nature of the travel on the 
highways of the time shows forth in the provision that gates 
were to be provided at crossings, which were to be kept closed? 
except when wagons, carriages, etc., desired to cross3 In order to 
be eligible for the office of president, treasurer, clerk, or member 
of the committee of the railroad, British citizenship, either by 
birth or naturalization, was a primary requisite.4 The railroad 
was to be completed within three years from the date of incor- 
poration.’ The company was required to submit annually within 
the first fifteen days after the opening of each session of Provin- 
cial Parliament a detailed account with a statement of the 
amount of tonnage and the number of passengers carried dur- 
ing the year.® 

The most important provisions, however, are those which 
deal with the question of tolls and the right of purchase by the 
state. A careful consideration of these provisions indicates 
that in the drafting of the act English and American precedents 
had been held carefully in mind. 

The charter fixed the maximum rates as follows: 12s. 6d. 


per ton for freights, while a maximum charge of 4s. was 
fixed in the case of passengers. These rates were to be charged 
for the total distance from St. John’s to the river St. Lawrence, 
and for shorter distances pro rata.?_ The railroad being sixteen 
miles in length, this provision established maxima which, esti- 
mated ona mileage basis, amounted to gs. 3d. and 3d. respec- 
tively. An interesting provision for what may be classed as a 


* Statutes of Lower Canada, § 18. ? The italics are mine. 

3 /bid., § 6. This provision was to be enforced under penalty of fifty shillings 
for every offense. 

4 Lbid., § 24. 5 [bid., § 47. 6 Jbid., § 49. 

7Sections 34, N. When those interested in the construction of the proposed 
railroad had announced their intention of applying for incorporation, they at the same 
time stated their intention of charging five shillings for passengers and fifteen shillings 
per ton for freight.—Montreal Gazette, May 1, 1832. As appears in the text, these 
proposed rates were subjected to revision in granting the charter. 

®It must be borne in mind that these figures were in currency. £8 4s. 6d. sterling 
were equal to £10 currency. Applying this ratio, the rates would be reduced to 7s. 5d. 


sterling and 2.4d. sterling, respectively. 
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semi-automatic regulation of rates through the instrumentality 
of the dividend is contained. A maximum rate of dividend 
of 12 per cent. was permitted; whenever the dividend exceeded 
this figure, the company was to reduce the maximum rates by 
25 per cent. ‘‘ for each and every ten shillings per share which 
they shall divide over .... said dividend of 12 per cent.” 
When the dividend was below 12 per cent. the maxima might 
be charged." 

The extent to which the new legislation was influenced by 
the precedents afforded by English and by American experience 
will readily appear as a result of an outline study of the provi- 
sions contained in contemporary legislation on the subject of 
rates.2_ The similarity of interests in the case of Canada and of 
the United States, economic interests which differ in degree, not 
in essence, would naturally lead one to assume that in railroad 
legislation as well as in railroad development Canada would be 
influenced in great degree by the contemporaneous movements 
in the United States. A careful investigation of the conditions, 
both in earlier and in later times, shows that the assumption is 


justified by fact, and indicates the wisdom of a comparative 
study.3 

A diversity of practice as to the treatment of the rate ques- 
tion existed in the early days of railroad legislation in the 
United States. The earlier acts incorporating railroads pro- 
vided for maxima only, no provision for regulation of rates being 


*§ 36. 

*That recourse to these precedents was had is evident from the statement of Mr. 
Leslie, a member of the assembly committee on the bill.—Montreal Gazette, January 
23, 1832. 

3In the course of a forthcoming study of “ The Railway Policy of Canada,” some 
of the material of which is contained in this paper, I have occasion to show how, in 
many ways, the Canadian railroad problem has been integrated with that of the 
United States. 

‘This diversity of practice is especially manifest in the case of the legislation 
passed by the state of New York. At one time ton-mile rates were provided for 
(charter cf Ithaca and Owego Railroad; Zaws of New York, 1828, chap. xxi., § 
II), At another discretionary power as to the determination of rates was reposed in 
the hands of the directors (act empowering Orange and Sussex Canal Company to 
construct a railroad; Laws of New York, 1828, chap. clxix., § 5). 
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contained.* A modification of this policy soon presented itself; 
and the legislatures now concerned themselves with prescribing 
regulations of rates. An act of Maryland, passed in 1828, pro- 
vided that at the expiration of twenty years from the passing of 
the charter the legislature might legislate on the subject of the 
rates.? The legislation of Massachusetts marks a further advance 
in this matter, for in 1830 provision was made for a quadrennial 
revision of the rates by the legislature, provided that the divi- 
dend exceeded 10 per cent.3. A further modification in favor of 
the railroad is seen in a later provision that the revision shall be 
decennial, and the express prohibition on the legislature so 
reducing the rates as to produce less than a I0 per cent. divi- 
dend.* In so far as any action on the matter is taken in the 
legislation of New York it is in the direction of prohibiting the 
imposition of rates which will produce more than 12 per cent.5 
or 14 per cent.° No method for revision by the legislature is 
specified. 

Two provisions which bear still more directly on the provi- 
sion contained in the charter of the Champlain and St. Lawrence 


"E. g., Laws of New York, 1828, chap. ccxxxviii., § 11 (charter of Great Ausable 
Railroad); Massachusetts Public Acts, chap. xxvi, § 6, approved June 12, 1829 
(charter of Worcester Railroad); Acts of New Jersey, 1831, act passed January 21, 
§ 10 (charter of Pattersonand Hudson River Railroad Company); Laws of North 
Carolina, 1832-3, chap. xxv. p. 27 (charter of Portsmouth and Roanoke Railroad); Zaws 
of Maryland, chap. |xxii. § 20, act passed February 13, 1828 (charter of Baltimore 
and Susquehannah Railroad). /éid., act passed February 28, 1827 (charter of Baltimore 
and Ohio Railroad). It is worthy of notice that, while the idea does not appear in the 
charter of the Champlain and St. Lawrence that the railroad occupies a position, in 
point of free competition, analogous to that of a canal, it does, however, in the case of 
the two acts last quoted. 

* Laws of Maryland, chap. clxxxvii. act passed March 14, 1828 (charter of the Elk- 
ton and Wilmington Railroad). It was provided that the rates should not be so reduced 
as to reduce the dividend below 6 per cent. 

3Laws of Massachusetts, 1830, chap. xciii. § 10 (charter of the Franklin 
Railroad). 

4 Laws of Massachusetts, 1831, chap. lvii. § 5. 

5 E.g., Laws of New York, 1828, chap. ccciv. § 17 (act incorporating Hudson and 
Berkshire Railroad); see also Zaws of same year, chap. cclxxvi. § 11 (charter of 
Salma and Port Watson Railroad). 

SE. g., Laws of New York, 1828, chap. cccxl. § 11 (charter of the Geneva and 


Canandaigua Railroad). 
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Railroad with reference to the quasi-automatic regulation of 
rates have yet to be mentioned. The charter of the Baltimore 
and Washington Railroad provided that when the net annual 
profits exceeded 10 per cent. on the cost of construction, the 
excess was to be paid over to the state treasurer, and the presi- 
dent and directors were at the same time to be required to so 
reduce the rates as to bring the annual profits down to I0 per 
cent.!. The provision contained in the charter of the Liverpool 
and Manchester Railway? is one which is almost identical in 
terms with that contained in the charter of the Champlain and 
St. Lawrence, although in one respect, namely, the provision for 
raising the rates, more care for the railroad is manifested. 
Defined way tolls were provided for; when the dividend in the 
preceding year fell below 10 per cent. the rates might be raised, 
and when the dividend exceeded 10 per cent. the rates were to 
be lowered by one-twentieth.3 

The feeling at the time both in England+ and America’ was 
that legislative regulation of the dividend was necessary in order 
to protect public interests. We who are accustomed to “ stock- 
watering” and other devices for eluding such provisions are apt 
to belittle the power of legislative regulation in this respect. 
But it must be remembered that the efficiency of such regula- 
tions had so far been but little tried; and it was natural that 
Canada should adopt those measures which the experience of 
other nations seemed to justify. 

* Laws of Maryland, chap. cxxxix. § 15, act passed February 25, 1829. It was 
provided in §17 of this act that, if at the end of two years after the completion 
of the road it appeared that the tolls authorized in the act did not give a dividend of 6 
per cent. on the whole capital stock, they might be so increased by the president and 
directors as to bring them up to 6 per cent., but they must not be increased by more 
than 50 per cent. 

*7 GEORGE IV. chap. xlix. 

3COHN, Untersuchungen tiber Englische Eisenbahnpolitik, vol. i. p. 35. 

‘In addition to the provisions contained in the foregoing act, it is of interest to 
notice that the “ Regulation of Railways Act,” 1844, 7 and 8, Vjctoria, chap. Ixxxv, pro- 
vides that the treasury shall have power to regulate “tolls, fares, and charges when the 
dividends paid are greater than Io per cent.” 


SLARDNER, Railway Economy in Europe and America, p. 347. 
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Another important clause in the charter of the first railroad 
of Canada may be denominated the “state purchase’’ clause. 
And here again the provisions contained in railroad charters in 
the United States are in point. The earliest railroad charter 
granted by an American commonwealth which contained a ‘‘state 
purchase” clause was granted by the state of New York in 1828." 
The legislature was given the option within a period of fifteen 
years after the completion of the railroad of purchasing it by the 
payment of the cost of the road plus 14 per cent.*thereon. New 
Jersey adopted the policy of declaring the right of the state to 
assume ownership of the road after fifty years from the completion 
of the road on the payment of the cost of construction and equip- 
ment.3 The most consistent policy in this respect is to be found 
in the case of Massachusetts. At first it was stated that the 
state might purchase the road any time after ten years from its 
completion on payment of the cost of construction plus 10 per 
cent. Later a term of twenty years was substituted for the 
term of ten years, and the word “cost” was more accurately 
defined by stating that this was also to cover the cost of keep- 
ing the road in repair.’ 

The provision for state assumption of railroads on the termi- 
nation of a defined period and on definite conditions was 
distinctly American in its origin. Some of those interested in 
railroad policy in England declared that English practice had 
granted charters of too long duration and that the American 
system was preferable.° 

* Zaws of New York, 1828, chap. xxii. “ An act to amend an act to incorporate 
the Mohawk and Hudson Railroad Cempany.” 

2 Jbid., § 3. 

3 Acts of New Jersey. Act passed January 21, 1831, § 17, an act to incorporate 
the Paterson and Hudson River Railroad. 

4 Massachusetts Public Acts, 1830, chap. xciii. § 14 (charter of the Franklin Rail- 
road). Xevised Statutes of Massachusetts, 1836, chap. xxxix. § 84 makes this provi- 


sion applicable to all railroad charters granted. 

5 Massachusetts Public Acts, 1831, chap. lv, (charter of Boston and Taunton Rail- 
road). 

6 HANSARD, Dedates (English), vol. xxxiii. pp. 977-988. Speech delivered by Hon. 
Mr. Morrisun, M. P. for Inverness, May 17, 1836. 
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To turn now to the purchase clause of the Canadian road? it 
will be found that still more stringent conditions are laid upon 
the stockholder. The government is empowered at any time 
to take over the work and its appurtenances upon paying the full 
amount of the paid up shares together with such further sum as 
shall amount to 20 per cent. upon this. The payment was to 
be made in annual installments of 20 per cent. In considera- 
tion of the fact apparently, that the purchase price of the rail- 
road was not to be paid down in a lump sum the company was 
to be allowed 6 per cent. interest on the bonus sum of 20 per 
cent. 

In the Canadian act there was not granted, as in the Ameri- 
can acts, a period during which the railroad was immune from 
the application of the purchase clause. The government in 
inserting such a clause, in so far as it was following a conscious 
policy, would appear to have had in mind the assumption of the 
road as a commercial enterprise in case it should prove advan- 
tageous. The high rate of the minimum dividend allowed the 
company, a dividend which was exempt from revision, is still 
further evidence of the estimate of the importance of the rail- 
road as a paying investment. 

Although the charter had provided that the road should be 
completed within three years from the date of incorporation,’ it 
was not until 1835 that building operations were commenced ; 
the Champlain and St. Lawrence was opened for traffic in 1836.3 
The gauge was five feet six inches.* In order to obtain cheap 
construction, wooden rails‘ on top of which flat bars of iron were 


*§ 48 of the incorporating act. 

?§ 47 of Charter. 

3 Montrea! in 1856, Sketch prepared for celebration of Grand Trunk Railway, etc., 
p. 31. The subscription books of the railroad had been opened on May 1, 1832, at 
Montreal in the Exchange Coffee House.—Montreal Gazette, May 2, 1832. 

4 Statistical Year Book of Canada, chap. vii, § 332. The choice of this gauge by 
the Champlain and St. Lawrence played a prominent part in the later controversies on 
the gauge question. 

‘Trout, Railways of Canada, p. 33. The use of such rails was quite common in 
the United States at the time. See in this connection Dr. LARDNER, Xatlway Econ- 
omy in Europe and America, p. 335 In South Carolina a line equipped with 
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spiked were used. The first train was drawn by horses; steam 
locomotives were placed on the line in 1837." 

From an early date the project of an intercolonial railroad 
had been agitated in Canada ; the Quebec and St. Andrews pro- 
ject was the form in which this proposition first manifested itself. 
The varying fortunes of this project deserve separate considera- 
tion ;* the earlier story of the projected road may, however, be 
passed in review. In 1835 the project was revived, a survey as 
far as the height of land was undertaken by New Brunswick, 
delegations were sent to Canada and Nova Scotia, and an attempt 
was made to enlist the aid of the English government on the 
ground that the work was imperial in its nature.3 The Imperial 
government granted £10,000 towards the expense of a syste- 
matic survey.* 

The next step was the granting of a charter in 1836by the New 
Brunswick legislature incorporating the ‘Saint Andrews and 
Quebec Railroad Company.” The policy indicated in this act is 
distinctly more /atssez faire than that of the Champlain and St. 
Lawrence charter. The capital was fixed at not less than 
wooden rails was constructed between Charleston and Augusta, a distance of 136 
miles, in the period 1830-1833. Some of the wooden rails in use in the United States 
were of the nature described in the text; others were of wood alone. See Reports 
relating to the project of constructing a railway ... . from Halifax to Quebec. Appen- 


dix, p. 60; Fredericton, 1847. Specimens of this method of track construction may 
be seen in the transportation section of the Field Columbian Museum, Chicago. 

* The first train was composed of four cars.—Statistical Year Book, Canada, chap. 
vii. § 332. 

*The story of the proposed intercolonial road is a long and vexed history of negotia- 
tions and counter negotiations rendered futile at times by provincial disagreements, at 
others by a somewhat shifting policy onthe part of the English government. The mari- 
time provinces, in 1867, made the construction of such a road a sine gua non of their 
entering the confederation, and it was under the stress of political exigency that the 
road was finally constructed. 

3'The project was revived at a meeting held at St. Andrews, October 5, 1835. A 

deputation was sent to Lower Canada in December of the same year. It was esti- 
mated that the road would cost four million dollars.—FLEMING, Zhe /ntercolonial, pp. 
7-12. ’ 
4 FLEMING, /oc. cit. The Imperial government also stated its readiness to take 
into consideration the question of further aid after the survey was completed. “The 
Colonization of British America,” by J. M. Laws, p. 22. 

SLaws of New Brunswick, 1836, chap. xxxi. 
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£750,000,‘ the company was allowed to charge such tolls as it 
considered reasonable. There is one limitation on this power. 
Ten years after the completion of the road the legislature shall 
reduce the tolls, if they are declared excessive, so that they 
shall not produce a greater rate of net profit than 25 per cent? No 
mention is made of a reserved right of state purchase. 

The maritime provinces manifested a keener interest than 
the Canadas in the success of this project. There was an evi- 
dent desire on their part to obtain a share in the transport trade 
ot the products of the inland provinces. The Champlain and St. 
Lawrence Railway was an evidence of the fact that even at this 
early date the Canadas were looking to closer trade relations 
with the United States. 

The project, however, was fated to failure at this time. The 
racial discontent existing in Lower Canada at the time, soon to 
break out in open revolt, permitted but scant welcome for a 
scheme so ostensibly imperial in its nature. The disputes exist- 
ing as to the boundary between Maine and New Brunswick also 
co-operated to give this project a set back,‘ and at times these 
disputes took on such an embittered tone that they threatened 
to embroil the United States and England in war. It had been 
intended to follow a direct route from St. Andrews to Quebec; 
and a survey was undertaken in 1836.5 The projected line, 
however, fell within the disputed territory, and exception to this 
was taken by the United States. Under these conditions noth- 


* Laws of New Brunswick, § 2. 

* [bid., § 19. The italics are my own. The provision throws an interesting light 
on the profits deemed legitimate. It was estimated at the time that the road would 
have an annual income of $606,000. The confusion of sterling and decimal currency, 
which appears here, appears in the original. 

> As early as 1830 a motion had been introduced in the Nova Scotia legislature 
to appoint a committee te ascertain the best means of establishing steamboat connec- 
tion between Halifax and Quebec. 

‘The disputes arose under art. ii of the treaty of 1783, art. v of the Jay treaty, 
and arts. iv. and v. of the treaty of 1814. 

> Under Captain Yule acting under imperial instructions, the survey was begun 
on the 24th of July 1836. 

°In 1837. See Messagesand Papers of the Presidents, edited by RICHARDSON, vol. 
iii. pp. 367-369. 





336 JOURNAL OF POLITICAL ECONOMY 


ing could be done until the difficulty was settled. The Ashbur- 
ton treaty found that seven-twelfths of the disputed territory 
belonged to the United States.* The later history of the road 
connects itself with the subsequent agitation in favor of an inter- 


colonial railway. 

The charters granted by Upper Canada had in mind the dual 
object of opening up the country back from the lakes and 
obtaining connections with the western portions of the province. 
The first railroad movement began in 1834, when the Cobourg 
railroad was chartered ;* in rapid succession came charters 
to the London and Gore,3 the Port Dover and Hamilton,‘ 
the Erie and Ontario,’ the Burlington and Lake Huron,° the 
Niagara and Detroit,? the Toronto and Lake Huron,’ and the 
London and Gore.? The disturbances caused by the rebellion 
of 1837 caused a cessation in the activity of railroad projection.” 

A scrutiny of the railroad legislation of Upper Canada shows 
some resemblances to, some difference from, that of Lower 
Canada. The railroad corporation was given power to fix and 
regulate the tolls." It was assumed that there would be the 
same freedom of competition on the railroad as on a canal, each 


* FLEMING 1n his story of the Intercolonial, pp. 14-15, alleges that the United 
States laid claim to this territory fearing the imperial advantages which would result 
from the construction of the proposed railway. It is of interest to note that the 
strategic importance of such connection was early appreciated, because shortly sub- 
sequent to the war of 1812 a military wagon road through the territory was projected 
by the British Government. 

? Upper Canada, 4 Wm. IV. chap. xxviii. 

3 Jbid., chap. xxix. This road is later known as the Great Western. It now forms 
an integral part of the Grand Trunk system in the western peninsula of Ontario. 

4 Lbid., § Wm. IV. chap xvii. ? Lbid., chap. vi. 

5 /bid., chap. xix. 8 Jbid., chap. v. 

© Jbid., 6 Wm. IV. chap. vii. 9 Lbid., chap. lii. 

"© In Lower Canada, during the Constitutional interregnum consequent upon the 
rebellion of 1837, two railroads, the Montreal and Province line, and the Carillon and 
Grenville — the latter a short line, intended to circumvent the Sault Rapids of the Ottawa 
River —were chartered by special ordinance.—Lower Canada Ordinances of the Special 
Council, 1840, chaps. xli and xlvi. 

"$6, Charter of the Cobourg Railroad. A similar discretionary power is found 
in the case of other companies, ¢. g., the charter of a company to construct a high- 


way. 6 Wm. iv. chap. v. 
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individual supplying, if so desired, his own locomotive and 
means of transportation and paying rates agreed upon for the 
use of the road.* It is to be noticed that throughout this period 
the policy of Lower Canada was in harmony with the practice, 
established in the charter of the Champlain and St. Lawrence, 
of fixing maxima.’ 

A provision for ‘‘state purchase,” differing essentially from 
that contained in the Lower Canadian legislation is to be found 
in the charters of Upper Canada. On the termination of a 
period after the completion of the road, sometimes fifty years, 
sometimes forty years,* the government may assume the owner- 
ship of the railroad on the payment of the full amount paid up 
plus an additional payment thereon, in some cases of 25 per 
cent.,5 in others of 20 per cent.,° but this is exercised subject to 
the provision that the shareholders shall have received on an 
average 12% per cent. annually on their investment.? This rep- 
resented a general policy of the government since provisions 
identical in terms are to be found in the case of the Richmond 


Canal Company,® and the Port Dover Harbor Company.? The 
seemingly more favorable position of the railroad as regards 
the interposition of the legislature which was given in the 
legislation of Upper Canada is, however, limited by the provision 


*See act incorporating Niagara and Detroit River Railroad, supra. This contained 
a provision that other persons were not to be permitted to make use of the railroad 
without the consent and permission of the proprietors. This evidently recognized an 
assumed condition of free use consequent upon the payment of tolls for the use of the 
road. The influence of English policy in this respect may be seen.—COoHN, Unter- 
suchungen, etc., vol. i. p. 77. 

*In the case of the Montreal and Province line the rates are 10d. per ton per 
mile for freight and 3d. per mile for passengers. On the Grenville and Carillon—a 
short line some twelve miles long —the maxima were gs. per ton for freight, and 2s. 
for passengers, shorter distances to be charged pro rata. 

3 Charter of the Cobourg Railroad, § 21. See also Charter of Burlington and 
Lake Huron Railroad. 

4 Charter of London and Gore Railroad, § 22. 

SE. g., Charter of Cobourg Railroad. 

°E. g., Charters of Port Dover and Hamilton, and Burlington and Lake Huron 
Railroads. 

7 E. g., Charter of the Cobourg Railroad, § 21. 97 Wm. IV. chap. xiv. 

84 Wm. IV. chap. xxi, 1834. 





338 JOURNAL OF PULITICAL ECONOMY 


reserved by the legislature to modify charters as they saw fit," 
and also by the requirement that the company should submit 
an annual statement of the amount of profits earned.? 

One significant difference in the railroad legislation of the 
two provinces is contained in the provision with reference to the 
prohibition of the assumption of banking functions which 
appears in the legislation of Upper Canada but is absent in that 
of Lower Canada.3 This clause results from the special condi- 
tions of Upper Canada. A similar clause is to be found in one 
of the American railroad charters,+ that of the Paterson and 
Hudson River Railroad. 

The speculative conditions existing in Upper Canada at the 
time and the desire for unlimited banking facilities rendered it 
necessary to insert this clauses A similar prohibition is found 
in the charters of various joint-stock companies incorporated to 
construct harbors and canals. Practically no restriction on the 
issue of bank notes existed up to 1837, and in the absence of 
express prohibitions joint-stock companies might issue bank 
notes without danger of prosecution.° The more radical section 


of the reform party, then in opposition, favored a system of free 
banking, and the doing away with restrictions on note issue.’ 
The desire of joint-stock corporations, and especially of the 
railroad corporations, to take advantage of the chances for gain 
that might be exercised asa result of cmplied powers was very 


See Charters of the Cobourg Railroad,and of the London and Gore Railroad. 

? Charter of the Cobourg Railroad, § 22. 

3 Charter of London and Gore Railroad, § 17,“ Nothing herein contained shall 
authorize the company to carry on the business of banking.” 

4 Charter of the Paterson and Hudson, Laws of New Jersey (passed January 21, 
1831), clause 16, . . . . “And be it enacted that no part of the capital stock ormoneys 
of the company incorporated by this act shall be used or employed by said company 
for banking purposes under the penalty of forfeiting this charter.” 

5 The view of the case here indicated is substantiated by Professor Shortt of the 
Department of Political Economy, Queen’s University, Kingston, who has recently 
published a monograph on the Earlier History of Canadian Banking. For this addi- 
tional light I am indebted to a personal letter from Professor Shortt. 

6 Notes to a considerable extent were issued by joint-stock corporations formed 
for other purposes.—BRECKENRIDGE, 7he Canadian Banking System, p. 58. 

7 Ibid., p. 57. 
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manifest. While the charter of the London and Gore Railroad 
was under discussion, a petition signed by over three hundred 
stockholders was presented to the legislature asking for banking 
powers.’ The radical majority in the lower house incorporated 
the required provision in the bill, but the upper house, in touch 
with the more cautious policy of England, blocked this and 
all similar attempts. Although the matter was set at rest by 
the legislation in the year 1837,? which required express legal 
enactment before banking powers could be exercised, yet we 
find the prohibitory clause lingering on until 1846.3 

From the year 1825 onward a large emigration from the 
British Isles had set in, a great part of which was attracted by 
Upper Canada. This immigration was most marked in the 
period 1829 to 1836. In 1831, 34,000 immigrants landed at 
Quebec; in 1832, 52,000; in the four years 1829 to 1833, 
160,000 immigrants had taken up their homes in Canada.* The 
lavishness of chartering in Upper Canada‘ as contrasted with 
the more conservative policy shown by Lower Canada is attrib- 
utable to the fact that while the former was desirous of a policy 
of rapid settlement and development of the country, the latter 
had its attention concentrated on the more proximate advantage 
of commerce. 

The rebellion of 1837 caused the immigration to fall off at 
once.® The difficulties of the time were further aggravated by 
the crisis of 1837, which, beginning in the United States, 
extended to Canada at a time when the people were suffering 
from the poor harvests of 1835 and 1836. The immediate effect 


* Upper Canada Journals of the House, 1834, March 24. 

27 Wm. iv. 1837, chap. xiii. 

3 E. g., Canada, acts of 1846, chap. Ixxx, “An act to revive and amend the act of 
Upper Canada incorporating the Cobourg Railroad Company.” 

4 BRYCE, Short History of the Canadian People, pp. 334-335. 

5 In its desire to open up the rich fertile country between Lake Ontario and Lake 
Huron, the government of Upper Canada issued charters to no less than three rail- 
roads, which would parallel each other in this section. In this period the authorized 
stock of the companies chartered by Upper Canada was £1,775,000, while that of those 
chartered by Lower Canada was £250,000. 

In 1838 only 5000 immigrants landed in Canada.— Lord Durham's Report, p. 21. 
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of this was seen in connection with the various railroad enter- 
prises which were being floated at the time. The earlier attitude 
manifested towards railroad enterprise had been that they would 
be sufficiently profitable to attract capital without any active 
intervention of governmental aid. The stress of the time and 
the desire for rapid development of the country rendered it 
necessary for the government to make some change in its 


policy. 

As early as 1832 it had been found necessary to extend aid 
to various joint-stock companies that had been chartered to carry 
on improvement works; and in this year government aid to the 
extent of £10,000 was granted.'. The Cobourg Railroad had 
not been able to begin construction work by 1836, and the time 
for commencing was extended three years.?, The conditions 
existing necessitated the extension of at least temporary aid to 
railroad enterprise; but the adoption of such an attitude was 
rather a matter of temporary expediency than of permanent 
policy. In 1837 the Cobourg Railroad was granted £20,000, 
which was to be paid over when £15,000 of stock was subscribed 
and one-third of this paid up.3 The net receipts of the road 
were pledged for the payment of principal and interest; and in 
addition such payment was to be secured by a bond; in case of 
default the government was authorized to take possession of the 
road. The Erie and Ontario was granted a loan of £5000, the 
directors being required to make provision for the payment of 
interest one yearinadvance.’ The government undertook to aid 


* The Cobourg Harbor Company received £2000 (Statutes of Upper Canada, 1832, 
chap. xxii), the Desjardins Canal Company £5000 (/éid., chap. xxiv), the Port Hope 
Harbor and Wharf Co., £2000 (/éid., chap. xxiii); the Tay Navigation Company, £1000 
(/éid., chap. Ixii). 

2 Statutes of 1836, Upper Canada, chap. xix. The Erie and Ontario Railroad which 
in terms of its charter was to have been completed in five years, had its charter 
extended in 1840 for five years more. This line was intended to circumvent the 
Niagara Falls. When the line was opened the cars were drawn by horses. 

3 Statutes of 1837, Upper Canada, chap. Ixxiv. This act expired by non-user. 

4 Jbid., § 5. See also similar provisions in statutes of this year, chaps. Ix. and Ixviii., 
in which loans were made to the Erie and Ontario and Torontoand Lake Huron roads. 


5 Statutes of Upper Canada, tbid., chap. xviii. 
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the Ontario and Lake Huron by granting £3 of government aid, 
up to a total of £100,000, for every £1 expended by the company 
in construction.* The government claim constituted a first lien. 
If the government had to meet the interest charge, then it was 
to be met by an additional tax on the districts through which 
the road passed. In case of default the road might be sold at 
auction and bought in for the province.?, The London and Gore, 
which was also a petitioner for government aid, was permitted 
to increase its capital stock by £300,000, and a government 
loan of £200,000 was provided for on conditions similar to those 
imposed in the case of the Toronto and Lake Huron.3 

With the settlement of the constitutional difficulties which 
had led to the rebellion,‘ and the establishment of a truly repre- 
sentative system of government, the way was apparently cleared 
for a new advance in the improvement of the transportation 
system. The population of Lower Canada by 1841 had increased 
to 630,000, while that of Upper Canada was 470,000.5 The 
population of Upper Canada was almost wholly agricultural, 
not more than one-tenth of the people being found in cities and 
towns.© In Lower Canada, Quebec was the center of a con- 
siderable shipbuilding trade; in 1841 no less than sixty-four 
sea-going vessels, of 23,122 tons burden were built there.’ 

* Statutes of Upper Canada, ibid., chap. 1x. As a condition precedent the company 
was required to expend £12,500. 

* [bid., loc. cit. See also Eighty Years of Progress of British North America, p. 
198 and footnote. 

37 Wm. IV. chap. Ixxi. The loan was made by the issue of 6 per cent. deben- 
tures maturing in twenty years. Other companies incorporated to construct harbors, 
canals, improve navigation, build macadamized roads, etc., were also aided and in the 
same way. To take one example from many, the Desjardins Canal was aided in a 
method similar to that contained in the railroad acts. 7 Wm. IV. chap. Ixv. 

4In essence the struggle had arisen because of the attempt of an aristocratic 
minority, the “ Family Compact,” to rule regardless of the canons of representative 
government. The difficulty was settled by the Union Act, 3 and 4 Victoria, chap. 
xxxv. which united Upper and Lower Canada on the basis of a legislative union. 

5MCMULLEN, History of Canada, vol. ii. p. 165. 

° Tbid., loc. cit. In Upper Canada, London had a population of 28,000, while 
Toronto had 14,000. In Lower Canada, Montreal had 42,000 inhabitants, while 
Quebec had 36,000. 

7 Dent, Last Forty Years of Canada, vol. i. p. §7. 
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Upper Canada, in strong contrast to Lower Canada, was 
desirous of a policy of vigorous expansion in transportation 
systems. One of the first measures passed by the Union Parlia- 
ment had to do with the raising of a loan of 41,500,000 
guaranteed by the Imperial government, for the furtherance of 
the public works and transportation systems already under way.’ 
The policy of vigorous expansion advocated by Upper Canada was 
in many ways distasteful to Lower Canada because of the debt 
burden created.?_ The interest of the upper province in the crea- 
tion of an efficient system of railroad transportation was further 
accentuated by the appreciation of the strategic position occu- 
pied by it between the western and eastern states and the conse- 
quent belief that a railroad through the western peninsula of the 
province would be able to tap the carrying trade of the western 
states and thus add to the scanty profits consequent upon the 
leanness of the Canadian carrying trade.3 

The poor credit of Canada consequent upon the disturbed 
conditions of the time rendered it impossible for the pro- 
jected railroad enterprises to make much progress, and so we 
find that during the period 1841-1845 there is an almost absolute 
cessation of railroad legislation. In an act of 1845, which 
chartered the Atlantic and St. Lawrence,* a road intended to 
connect with Portland, Maine, the constant desire manifested at 
the time, by Montreal foran American trade connection, is again 
evidenced. The part played in the advocacy of this road by a 
citizen of Maine is of interest. In 1844, Mr. John A. Poor, 
whose name is so thoroughly identified with the railroad devel- 
opment of Maine, became fully convinced of the benefit of a 

*5 and 6 Victoria, chap. cxvii. The willingness of the Imperial government to 
extend such a guarantee had been stated by Lord Sydenham, the governor general 
in the speech from the throne at the first session of parliament after the union. 
—McMULLEN, of. cit. vol. ii. p. 174. 


7A résumé of the differences of opinion existing on this subject between the 
provinces will be found in CHRISTIE’s /istory of Lower Canada, vol. ii. chap. xxiii. 

3 Upper Canada Journals of the House 1837, report of the select committee on the 
bill to aid the London and Gore Ratlroad, p. 150. 

4 Statutes of Canada 1845, chap. ii. 





AN EARLY CHAPTER IN CANADIAN RAILROAD POLICY 343 


direct connection between Portland and Montreal’ and devoted 
himself most assiduously both with tongue and pen to an active 
propaganda. At the same time, the merchants of Boston were 
endeavoring to obtain a direct connection with Montreal? and 
Poor bestirred himself to offset their influence by showing that 
Portland was only 246 miles from Montreal while Boston was 
351; and that Portland had especial advantages as a winter 
port. For a time it seemed as if the connection with Boston 
would be preferred At the same time, on account of the com- 
mercial advantage possessed by Montreal, under the existing 
English trade policy, asthe entrepét of Canada the merchants had 
not taken a very active part on behalf of either project ; with the 
passing of the policy of protection, the differential advantage of 
Montreal was gone, and, spurred on by necessity, the merchants 
of Montreal appreciated the commercial advantages of the Port- 
land line.5 

Some interesting features of legislative policy appear in the 
charter of this enterprise. The policy of fixing maxima is con- 
tinued.© The somewhat complicated provision contained in the 
charter of the Champlain and St. Lawrence for regulating the 
rates by means of the dividend, is replaced by a system whereby, 
although the regulative character of the dividend is retained, 
there is at the same time somewhat of a simplification. On all 
net income in excess of 12 per cent., a tax of one-half was to be 


‘ As early as 1836, the legislature of Maine had concerned itself with this project, 
a railroad between Belfast, Maine, and Quebec had been surveyed. In 1839, a rail- 
road from Portland to Lake Champlain had been surveyed. These plans had 
amounted to nothing. See the First International Railway, Zife and Letters of John 
A. Poor, pp. 26-27. 

? Poor, Life and Letters, etc., p. 31. See also letters to the Portland Advertiser, 
September 18, 1844. 

3 /bid. pp. 32-33. 

‘ Letter to the Sherbrooke Gazette, September 5, 1844. 

SA fuller discussion of the somewhat involved propositions and negotiations 
connected with the project will be found in Poor, pp. 31-56. 

©These are £5 per ton for merchandise, 30 shillings for passengers. These are 
for the whole distance from Montreal to the International boundary; for shorter dis- 
tances the charges are to be pro rata. 
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paid over to the government.? The influence of a somewhat 
similar provision in the charter of the Baltimore and Washing- 
ton Railroad is apparent.? But, while in the case of the latter 
the company was required to pay to the state all income in 
excess of 10 per cent., and in addition revise the rates so that 
they should not in future produce more than a IO per cent. 
dividend, in the case of the former the provision is simply for 
the payment of a tax of one-half on the net excess over 12 per 
cent. Coupled with this was the provision that the company 
was allowed to charge the maxima when the dividend was not in 
excess of the maximum ; but the act does not contain any clause 
empowering the legislature to demand such revision. The fact 
that the excess tax was to be paid on the met excess income 
afforded an excellent opportunity for evasion on the part of the 
company, in case there had been any danger of having to bear 
the burden of a government tax on excess income. The legis- 
lator seemed to be becoming aware of the difficulties of the 
rate question; at the same time he wanted to invent some 
mechanism that would relieve him of the necessity of almost 
constant supervision. 

The difficulties in Upper Canada still continued and some of 
the railroad companies chartered at an earlier date were content 
to undertake the less ambitious project of the construction of 
highways and plank walks.3 Although the government had 
signified its readiness to extend aid to various railroad enter- 
prises on condition of their expending a proportionate sum on 
construction, the railroads had found it impossible to raise the 
necessary money. In reviving the charter of the London and 
Gore Railroad,‘ an attempt was made to attract the confidence of 
English investors. It was found that of the 60,000 shares of 
#25 each authorized, only 5000 had been subscribed for in 

*§ 40. * Supra p. 33- 

3£.g., In 1845 the Toronto and Lake Huron in having its charter revised was 
empowered to construct a plank walk. In 1846 a similar provision was placed in the 
act reviving the charter of the Cobourg railroad. 


4 Statutes of Canada 1845, chap. lxxxvi. The former acts, including that granting 
a loan, were repealed by this act. The name was now changed to “Great Western.” 
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Canada; the remainder were held in England. Accordingly a 
most rigid system was devised, whereby the interests of the 
English investors were to be secured.‘ A corresponding com- 
mittee of eleven, chosen by the English shareholders, was to be 
appointed in London to exercise a general controlling power 
over all matters of general policy. Such an exact enumeration 
was made that the management in Canada was bound hand and 
foot.2 For example the directors in Canada had no control 
over appointments to positions where the salary involved was 
£150 or upwards, and all control on the matter of rates was 
taken out of their hands. The difficulties that have confronted 
the English directors of the Grand Trunk in their attempt to 
manage their system thus confronted the Great Western, at 
the outset of its career. It was soon seen that such a rigid 
system of management, where the directing body was separated 
from the railroad by over 3000 miles, could not but act prej- 
udicially and so it was given up in 1849. 

With the year 1846 a period of activity in railroad projection 
set in, and in a short time eleven railroads were chartered.3 

An attempt was made at this period to systematize the rail- 
road legislation which had been in great degree ‘“ occasional ” in 
its nature. In 1846, a special committee of eleven memibers of 
the legislature was appointed to consider what general provis- 
ions ought to be introduced into such railway bills as might come 
before parliament.* In the same year, recommendations bear- 
ing on the general question of railroad legislation were sent out 

*See Statutes of Canada 1844, chap. ]xxxi. 


?$ 9 of the act enumerates in great detail the things which it was not lawful for 
the directors in Canada to do without the consent of the corresponding committee. 


3In 1846, the following roads were chartered: Montreal and Lachine (Statutes of 
Canada, 1846, chap. Ixxxii.) ; Montreal and Kingston (7d7¢., chap. cvii.); Wolfe Island, 
Kingston and Toronto (7d¢d., chap. cviii.); Peterborough and Port Hope (2¢d., chap. 
cix.). In 1847, the St. Lawrence and Industry Village (1847, chap. lxiv.); Woodstock 
and Lake Erie (zid., chap. cxvii.); Bytown and Britannia (7é7¢., chap. cxviii.); Lake 
St. Louis and Province Line (zééd., chap. cxx.); Montreal and Province Line Junction 
Railway (zéd., chap. cxxi.); Canada, New Brunswick and Nova Scotia (i¢d., chap. 
cxxii.); Toronto and Goderich (zéd., chap. cxxiii.). 


‘ Sessional papers of Canada, 1846, p. 35. 
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by the colonial office of Great Britain.t It was recommended 
that the general power of the legislature to amend any provis- 
ions of a railroad charter, without being subject to a claim for 
recompense, should be asserted ; that one-tenth of the proposed 
capital should actually have been invested in good and available 
securities for the prosecution of the work;? every railway bill 
ought to contain provisions for the conveyance of the royal 
mails; every railway bill should contain provisions for prompt 
transfer of troops; that whenever the rate of profits of a rail- 
way exceeded I5 per cent.a revision of the rates should take 
place ;3 a general recommendation was made that a provision 
for purchase by the state should be contained in every colonial 
railroad enactment.+ 

The divergent policy on the matter of rates now began to 
be assimilated, with the result that the Upper Canada practice 
had, on the whole, the predominance.’ The policy was, how- 
ever, modified by providing that the discretionary regulation of 
tolls by the directors should be exercised subject to the appro- 
bation of these tolls by the governor in council.© An attempt 
was made to obviate the already recognized inequitable pressure 
of preferential rates; it was provided that “tolls were to be 


* By Hon. W. E. Gladstone, then Secretary of State, for the colonies. For text of 
document see Sessional papers of Canada, 1846, p. 157. 

? During the discussion on the Imperial Railway Bill of 1844, Gladstone had pro- 
posed that instead of 10 per cent., § per cent. should be required.—Coun, Untersuch- 
ungen, etc., vol. i. p. 147. 

3 This is the policy laid down inthe /mperial Statute,7 and 8 Victoria, chap. Ixxxv. 
There is this difference, however, that the figure 10 per cent. is replaced by 15 per 
cent. in Gladstone’s suggestion. 

4 The Imperial act already referred to provides that, at any time, after expiration 
of said term of 21 years, the treasury may upon giving three months’ notice, and on 
payment of a sum equal to 25 years purchase on the divisible profits estimated on the 
average of the three next preceding years, purchase the railway, provided such aver- 
age do not fall below 10 per cent. Gladstone recommended that in colonial acts 
three years should be replaced by seven, and Io per cent. by 15 per cent. 

5 E. g., charter of Montreal and Lachine Railroad (Statutes of Canada, 1846, chap. 
Ixxxii.); Montreal and Kingston (2ézd., chap. cvii.); St. Lawrence and Industry (1847, 
chap. Ixiv.). 

6 E. g., charter of Canada, New Brunswick and Nova Scotia Railroad (Statutes of 
Canada, 1847, chap. cxxii.). 
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charged equally to all persons under the same circumstances.” * 
The provision as to the tax on excess dividends is modified in 
some degree; in some cases the excess over 10 per cent.’ is to 
be taxed. The Imperial Government made strong objection to 
the legislation on this subject, on the ground that if 10 per cent. 
or 12 per cent. was considered a reasonable rate of dividend it 
should be so stated, and that a power to reduce rates when this 
figure was exceeded should be exercised by government. The 
dependence on the automatic regulative power of the dividend 
was considered futile. It was recommended that if the object 
of imposing the excess tax was revenue, then that end would 
best be subserved by the imposition of a passenger tax.3 The 
legislature, however, did not see fit to amend its policy in the 
direction recommended at this time. 

The recommendations made by Gladstone, exercised some 
influence on the subsequent legislation. The recommendation 
he had made, however, that one-tenth of the capital should be 
paid up before operations were commenced was strongly objected 
to. The Imperial government altered its position, and said that 
it would not veto a bill if it did not contain the provision that 
had been recommended ; accordingly, some diversity is found. 
In some cases a 5 per cent. payment was required ; ¢ in later acts, 

« Statutes of Canada, 1846, chap. ]xxix, “ An act to amend the act incorporating the 
Saint Lawrence and Atlantic Railroad.” See also, charters of Montrealand Lachine 
(ibid., chap. Ixxxii.); St. Lawrence and Industry (1847, chap. lxiv.); Bytown and Britan- 
nia (76¢d., chap. cxvili). The practice, however, is not wholly uniform. The provision is 
based on that contained in the Imperial act of 1845, 7 and 8 Victoria, chap. xx. 
§ 90. Incommenting on the charters of the Great Western, and the Montreal and 
Lachine Railroads, Earl Grey stated that maxima should have been contained 
in the acts. He thought, however, that the provision that rates should be charged 
equally to all persons would override this objection. (Sessional papers of Canada, 
1847, Appendix W.) It is further to be noticed that another provision inserted in the 
acts of incorporation, with a view to safeguarding the public interest, was that which 
required the posting up of rates in a public place. See Statutes of 1847 (Canada) 
chap. cxviii. 

2 E. g. Statutes of Canada, 1847, chap. Ixiv. 

3 Sessional Papers of Canada, 1847, Appendix W. despatch of Earl Grey to Lord 
Elgin. 

4 See charters of Wolfe Island, Kingston and Toronto Railroad (Statutes of 1846, 
chap. cviii.), and Peterborough and Port Hope Railway (ibid., chap. cix.). 
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however, a 10 per cent. payment is almost uniformly required as a 
condition precedent to the beginning of operations.’ Somewhat 
analogous to this provision is the provision with reference to 
borrowing. The earlier acts had evidenced the opinion that the 
capital stock would be sufficient to construct the roads without 
recourse to borrowing; provision was made from time to time, 
however, for increase of stock under defined conditions.? Pro- 
visions for borrowing now appear, but no defined policy is 
manifested based on a power to issue bonds on a mileage basis. 
The assumed needs of the road guided the legislators in per- 
mitting the borrowing of a lump sum ;3 occasionally this is 
varied by a provision that the railroad may borrow a defined 
sum from time to time according to the discretion of the direct- 
ors, no limit being indicated.‘ 

The recommendations of the Imperial Government on the 
subject of ‘state purchase” led to a modification of the “ pur- 
chase”’ clause. In this, however, as in other matters, the legis- 
lature manifested a sturdy independence of external dictation, 
and consequently we find that the modification is not a slavish 


following of English precedent. Accordingly we find a provi- 
sion, which, in general form, states that the railroad may be 
assumed by the government on three months’ notice, by paying 
the sum expended by the;‘railroad, plus interest on the paid-up 


'E. g., charters of St. Lawrence and Industry (1847, chap. Ixiv.); Lake St. Louis 
and Province Line (ibid., chap. cxx.); Montreal and Province Line (ibid., chap. cxxi.); 
Canada, New Brunswick and Nova Scotia Railway (ibid., chap. cxxii.). A modification 
of this practice is found in the charter granted in 1847, to the Toronto and Goderich 
Railway. It was required that one-fifth of the authorized capital should be subscribed 
and one-tenth of this portion paid in before the work_could be commenced.— Statutes 
of 1847, chap. cxxiii. 

? See earlier railroad charters already cited. 

3 £. g., in the charter of the Montreal and Lachine road, supra, the directors were 
authorized to borrow £50,000 on its 6 per cent. bonds; the Montreal and Kingston 
Railroad was empowered to raise £750,000 on the security of the road. 

4 The St. Lawrence and Industry was allowed to borrow not more than £8,000 at 
one time; the Bytown and Britannia £100,000; the Montreal and Province Line 
£75,000. Imas far as any conscious policy is manifest, it would appear that it was 
not intended that the bonded indebtedness should exceed the paid-up capital. But 
there is a lack of clear-cut statement. 
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capital from the time of the paying up of the same until the 
opening of the road.* The general provision recommended 
by Gladstone to the effect that railroads by their special char- 
ters were not exempt from the operation of any general railroad 
law which might be passed subsequently, was inserted in the 
charters granted in 1847 and subsequently.” 

The period we have now reached bears the marks of transition. 
The policy of the government towards railroads has been given in 
detailed form partly because some features of the present atti- 
tude of the government towards railroad enterprise were formed 
at this time, partly because this period is that during which an 
individualistic attitude toward railroad development was most 


manifest. 

The years 1842 to 1849 were years of trial and stress for the 
Canadas. Under the policy of protection hitherto in vogue 
in England, the Canadas had occupied a preferential posi- 
tion in the English market,? and had at the same time enjoyed 


' E. g., Charters of St. Lawrence and Industry, and Bytown and Britannia Rail- 
roads. Inthe charter of the Montreal and Province Line a provision more favorable 
to the railroads appears. The government, after giving the requisite notice, might 
assume, by paying the paid-up and expended capital stock plus a 20 per cent. 
increase thereon, plus any further sums advanced by the shareholders and expended 
in the construction of the road. 

*E. g., Statutes of Canada, 1847, chaps. Ixiv., cxviii., cxix., cxx., cxxii. In one 
instance a limitation of this principle is seen. The Bytown and Britannia charter 
guarantees that if the railroad complies with the provisions of the act, then for four 
years after the passing of the act no other railway, between these points, is to be 
built within three miles of this railroad. The influence of Massachusetts legislation 
appears here. 

In 1844 the English House of Commons had resolved that the following clause, 
in which the Canadian provision as to the regulative power of a general railway law 
was based, should be inserted in all railway bills. ... “that nothing herein con- 
tained. .. . shall exempt the railway. . . . from the provisions. . . . of any general 
act relating to railways which may pass during the present or any future session of 
Parliament.”—JEANS, Railway Problems, p. 532. 

>So great was this advantage that cargoes of timber were shipped from northern 
Europe to the British North American colonies and thence collusively reshipped to 
England as Canadian timber in order to obtain the advantage of the duty preference. 
MALET, The Canadas, etc., p.12. Jmperial Statute, 1 and 2 George, 1V.1821, chap. xxxvii., 
contains the data bearing on the preferential duties. For example, the general duty 
on timber imported in foreign ships was £1 9s 5d per load (50 cubic feet), when 
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the exclusive privilege of supplying lumber and provisions to 
the West Indies... The changed policy of England seriously 
affected the Canadian grain trade. In 1842 the number of sea- 
going vessels ascending the St. Lawrence fell off by 377;? while 
in the period 1841-1843 the volume of imports and exports at 
the port of Quebec fell off by £500,000.3 An attempt was made 
to lessen the strain by the passage in 1843 of an Imperial act, 
the Canada corn bill, which admitted Canadian wheat and flour 
to the English market on a preferential footing.* This really 
tended to aggravate conditions ; wheat was imported from the 
United States and re-exported as Canadian wheat ;5 under these 
circumstances a large amount of capital was invested in transpor- 
tation and in milling.° The bonding privilege was not in existence 
at the time and so all the western trade was forced down by way 
of Montreal. With the abolition of the preferential duties in 
favor of Canadian grain, a great deal of fixed capital became use- 
less. In 1849 the disadvantage of the shipping ports was further 
accentuated by the coming into existence of the bonding priv- 
ilege whereby goods from western Canada could be sent through 
the United States in bond and shipped at American ports.’ Dis- 


imported in British ships £1 8s.; and when imported from the British North America 
colonies §s. In the case of specified forms of timber the preferential advantage of the 
colonies was much greater. 

* DENT, Last Forty Years of Canada, vol. i. p. 56. 

? MCMULLEN, History of Canada, vol. ii. p. 183. 

3Statement issued by Customs Department of Inspector General’s office at Que- 
bec, October 22, 1859. 

4 Chap. xxix. of the statutes of that year. See also London Economist, Decem- 
ber 13, 1845. 

5 This was the avowed policy of the Canada corn bill, it being hoped thereby 
to divert to the Canadian water ways the surplus growth of the western states. See 
London Economist, December 13, 1845. 

© MCMULLEN, History of Canada, vol. ii. pp. 198-199. GALT, Canada, 1849 to 
1859, p. 25. 

7 Letter of Hon. JOHN YOUNG to the Commissioner of Public Works, 1855, p- 3- 
This letter will be found in the Canadian Pamphlet Collection in the Parliamentary 
library at Ottawa. See also Pope, Life of Macdonald, vol. i. p. 105; and a letter to 
the chairman of the North American Colonial Association, etc. GALT, p. 4. This will 
also be found in the pamphlet collection referred to. 
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content was keen;* this culminated in the issue in 1849 of the 
famous ‘annexation manifesto.”’? The unfavorable condition of 
the country’s credit, the stagnation of business, the destruction of 
fixed capital, the absence of industry, were all attributed to the 
abolition of the protective policy of England; and the only 
remedy seen was annexation to the United States. 

The gloom of this pronouncement was apparently justified 
by the actual conditions. The question of repudiation of the 
debt had been considered in 1848:3 while the railway system 
was being rapidly extended in the United States,‘ construction 
work on five lines was slowly being carried on in Canada.‘ 
These lines possessed a total mileage in operation of only 54 
miles.°® 

It was at this time that Francis Hincks who held the posi- 
tion of Inspector General in the government became convinced 
of the advantage of rapid extension of the railroad system. 
Notwithstanding the financial disquietude consequent upon the 
panic of 1847 he determined to develop a railroad system 
through the active intervention of the government, and bent all 
his energies to this task. The success which attended his efforts, 


*In 1846, resolutions condemnatory of the free trade policy were passed at Quebec 
and Montreal, and in the same year, the legislative council passed a resolution of a 
similar tenor. See MCMULLEN, History of Canada, vol. ii. pp. 198-199, and the 
Annual Register, 1846, p. 377- 

? This had 325 signatures. See Annual Register, 1846, pp. 391 e¢ seg. 

®See Memorandum addressed by MR. H. B. WILLSON of Hamilton to Sik JOHN 
PAKINGTON, Sessional Papers, Canada, 1852, p. 33, Appendix Z. To meet the excess 
expenditure consequent upon heavy payments for public work it was found necessary 
in 1848 to issue one million dollars of “exchequer bills” having one year to run and 
bearing 6 per cent. interest. Statutes of Canada, 1848, chap. v. These bills fell con- 
siderably below par. 

‘In 1850 there were about 6000 miles of railway in operation in the United States, 
and about 9000 miles projected.—LARDNER, Railway Economy in Europe and America, 
Pp. 327. 

5 The lines were the Laprairie, St. Lawrence and Atlantic, Lachine, St. Lawrence 
and Industry, and the Erie and Ontario.—Zighty Years Progress of British North 
America, p. 19. 

°See table contained in part vi. p. 3 of the Annual Report of the Department 
of Railways and Canals, Canada, for the years 1895-6. 
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the great expansion of the Canadian railroad system, the devel- 
opment of the country consequent upon such expansion, the 
means adopted to further this end, fall within the purview of 
a later period. With the year 1849 the probation period, the 
period of beginnings and experiments in railroad policy with 
which this paper is concerned, comes to an end. 

S. J. McLean. 


UNIVERSITY OF ARKANSAS. 





THE CHARTER TAX OF THE ILLINOIS CENTRAL 
RAILROAD. 


THE first grant of public lands to aid in constructing a rail- 
road was made by Congress to the State of Illinois, September 
20,1850." The grant was of alternate sections, six sections wide, 
and a right of way not to exceed 100 feet on either side of a 
road to extend from a “point at or near the junction of the 
Ohio and Mississippi Rivers, Cairo, with a branch of the same to 
Chicago and another via the town of Galena to Dubuque in the 
state of lowa.” The lands were donated by the state of Illinois 
to the Illinois Central Railroad Company, February 10, 1851, 
the state reserving the right to 7 per cent. of the road’s gross 
receipts. In his annual report to the directors of the road in 
1856, Land Commissioner Wilson declared this land grant to 
have been a three-sided bargain.’ 


The gain to the United States has been the speedy sale at $2.50— 
$6.00 per acre of lands that otherwise would have remained on hand 
for a quarter of a century, then to be disposed of at 12% cents per 
acre. The gain to Illinois is a largely increased population of indus- 
trious, intelligent and enterprising citizens, chiefly producers ; a very 
heavy increase of taxable property; an immense acquisition of trade 
and capital; and 7 per cent. of the gross proceeds of the road, which 
will soon go far toward relieving the people from all taxes for state 
purposes. The gain to the Illinois Central Road is a valuable and 
productive road, constructed and equipped on a gigantic scale, at an 
expense of over 20 million dollars, with a reasonable certainty, 
however, that by a judicious disposal of these lands and town lots, the 
entire expense of construction will be refunded and the value and pro- 
ductiveness of the road be constantly increasing. 

‘United States Statutes at Large, vol. 9, p. 466. Similar grants were made in the 
same act to Mississippi and Alabama. 

* Annual Report to Stockholders of the Illinois Central Railroad, p. 45. 
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We thus see that by 1856, the government had already real- 
ized its profits from the grant; the railroad was satisfied that it 
had done wisely in accepting the gift of nearly three million 
acres of land; the state of Illinois had obtained rapid and effi- 
cient transportation to the world’s markets. Thus, before 
the 7 per cent. tax had begun to diminish the state debt, all 
three parties were satisfied with the results of the land grant. 
It is, therefore, not necessary here to justify the grant by refer- 
ence to those incalculable gains to the state and the nation, due 
to the existence of this road—-it would take volumes to show 
how forty odd years have demonstrated the wisdom of Congress 
and the state. It is our purpose here, to ascertain, if possible, 
the direct financial return to the state of Illinois as donor of 
2,595,000 acres of land in distinction from its gains through the 
work done by the road. 

This direct financial return consists of that portion of the 7 
per cent. tax, which is in excess of the amount the railroad 
would have paid as interest upon the value of the lands, or as 
taxes. We wish to make this separation carefully, for it must 
be conceded that in general the people of the state, railroad 
authorities, and writers, treat the fofa/ tax received from the 
original Illinois Central Road, as compensation to the state for 
relinquishing the lands, forgetting, apparently, that some por- 
tions of these returns should be considered as an ordinary tax — 
the burden which the road must have borne, even if it had not 
received the 2,595,000 acres of land. We shall first review the 
history of this charter tax and then compare the absolute returns 
to the state from this tax with the returns it would have received, 
had the legislature in 1851 chosen a different method of secur- 
ing compensation for the large land grant. 

The act granting the lands to the state of Illinois contained 
no condition as to who should construct or own the road. 
Except that the state was prohibited from applying the lands to 
any other purpose, whatsoever,’ than in building a road from 
Cairo to Galena and Chicago, the legislature was free to under- 


"Act of September 20, 1850, § 2. 
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take the building of the road in behalf of the state or dispose of 
these lands upon such terms as the legislature chose. 

Moreover, the legislature was not committed to any course 
of action by instructions from constituencies, or by past legisla- 
tion. It is true, two years before the lands were given by the 
national legisiature to the state of Illinois, the state legislature 
had promised them, or ‘all lands which might at any time be 
granted by Congress to the state, to aid in the construction of 
the Illinois Central Railroad,’”’ to the “ president and directors 
of the Cairo City and Canal Company.”* But as Senator Doug- 
las gave notice that he would oppose the measure in Congress as 
long as this charter remained in force, the Cairo Company wisely 
relinquished its charter December 24, 1849—nine months 
before the grant was made to Illinois. So that at the time the 
legislature of Illinois was entrusted with these lands, any one 
of the methods which serve as the basis of our comparison 
might have been adopted. 

The governor of Illinois indicates briefly in his message, 
January 1851, the policy which he would like adopted with 
regard to the government grant.” 

It may be conjectured that the land granted will go far toward 
constructing the roads if they prove not quite sufficient, if managed in 
a proper way. If this be a correct estimate of their value, adequate 
inducements may be presented to capitalists to undertake them, besides 
reserving a resulting pecuniary benefit to the state It is not 
presumed that the state will engage in any form directly in the enter- 
prise, and that whatever connection she may have with it, if any, will 
be in an indirect way. 

Thus, he begins with the inference that the lands shall go to 
some private company, but reminds the legislators that the gift 
they are about to make is of such magnitude, that they can and 
ought to reserve to the state some “resulting pecuniary benefit.” 
Furthermore, he states explicitly his disapproval of any scheme 
for state management of the enterprise. His reason for taking 

* The celebrated “ Holbrook Charter ;” ///inois House Journal, 1849, p. 444. 

* Message; House Journal, 1851, p. 21. 





356 JOURNAL OF POLITICAL ECONOMY 


this firm stand is given in another connection in the same mes- 
sage. 


Such undertakings usually succeed better when directed by the 
sagacity and enterprise of individuals than when left subject to the 
disturbing influences of legislative interference.’ 


The governor voiced in these words the sentiment of the 
legislators and people of the state—a sentiment arrived at 
through trying experiences. In 1851 the state had a debt of 
$16,627,509.91, or $19.56 per capita—a monument to ill-fated 
state undertakings. It was remembered that the state had worked 
twenty-two years upon a canal only one hundred miles long ; that 
nearly half the great debt was the canal debt; that the state had 
squandered nearly four million dollars in constructing abandoned 
roadbeds; that twenty odd railroad projects and the grand 
scheme of internal improvements had come to little but debt 
and failure. Fortwenty years ‘state undertaking ”’ in the South 
and West had proven synonymous with official dishonesty and 
‘‘state embarrassment.” Banks, canals, roads, railroads — the 
state had but to undertake and delay, corruption or dismal fail- 
ure resulted. 

No completer and more suggestive comment can be made on 
the states’ experiments from the twenties to the fifties than the vote 
of the Illinois legislature which gave away 2.6 million acres of land 
by the almost unanimous ballot 95 to 4, rather than seek state 
prosperity through state management. Not one voice was raised 
during the session of the legislature in favor of state ownership, 
or if there was, the proceedings contain no record of it. That 
the action of the legislature expressed the will of the constituen- 
cies is undoubted, for such a vote would have been impossible 
had there been any strong opposition throughout the state, and 
secondly, the press of the time accepts the action as a matter of 
course, without opposition and without comment.’ 

* Message; House Journal, 1851, p. 45. 

*The Chicago Daily Journal does not mention state control during the session. 


Old residents of the state say no one wished state control. 
While the legislature doubtless read correctly the causes of past failures in 
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Neither the governor nor the legislators, however, were will- 
ing to part with so valuable a franchise and so large a grant of 
land without some concessions from the railroad company. It 
was believed that the presence of the railroad and its facilities 
would enhance property values, render the eastern and southern 
markets accessible, and bring manufacturing enterprise to agri- 
cultural Illinois. No one doubted that these gains would be 
much greater than the value of the lands, yet it was but just on 
the other hand, that the private corporation should render some- 
thing in return for what was given it. Two years before, so 
eager was the state for the completion of such communication, 
and so depressed was capital, that the legislature gave away the 
prospective land-grant unqualifiedly. Now, however, times 
were brighter, capital more confident of the future of this west- 
ern country and many projects were being undertaken with no 
view to state aid. In fact, during this same session of the legis- 
lature, nineteen railroad companies were incorporated. If 
eighteen companies could profitably construct railroads within 
the state without state help, then the state could surely exact 


some “pecuniary benefit to the state”’ from the company which 
was to receive lands sufficient to construct a road. Companies 
stood ready with offers; the only question was, in what form 
shall this compensation be rendered ? 


attempts to construct railroads in Illinois, it is unfortunate that we have not some 
other criterion of state ownership of railroads than the abortive attempts of a period 
when all enterprise was hazardous and speculative. Illinois, with a population of 
850,000, rapidly increasing by immigration, with increasing need of transportation 
facilities and with revenues exceeding expenditures, might have proven a more com- 
petent organizer of a railroad enterprise than that same state thinly populated, with 
scanty revenues and little business to offer a road. The situation of the state, the fer- 
tility of the section this particular road was to open up, river and lake communica- 
tion —all insured the success of the enterprise so munificently endowed by the national 
government, even had the management not been exceptionally good. 

It is customary to declare that the state could not have secured the necessary 
capital. It is also customary to overlook the fact that the lands were being rapidly 
sold, population doubling every decade, and revenues increasing — facts sufficiently 
known at the time to have enhanced the value of Illinois loans nearly 50 per cent. in 
the three years 1848-1851. Whether the state could really have built this road and 
secured to itself the rich dividends its location has always enabled it to pay, must 
remain a study in “hypothetical history.” 
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As this was the first grant of land to help build a railroad, 
the legislature found no exact precedent. Prevented by the 
constitution * from giving the “credit of the state to or in aid of 
any industrial association or corporation,” and prevented by the 
terms of the congressional grant to the state from applying the 
lands to other purposes than the construction of this particular 
railroad, the legislature was practically compelled to choose 
compensation in the form of a tax. What should be the tax 
‘‘object’”’? As the lands were to pass out of the hands of the 
Illinois Central Railroad Company, any tax based upon their 
value from time to time would have been impracticable. The 
value of the lands in 1851 might have served as a basis, and an 
annual payment required equivalent to current rates of interest, 
or the capitalization or the value of the roads might have served 
as the basis, its net receipts, its dividends, its gross earnings, or 
any combination of different bases, to be taxed according to the 
principles then applied by different states to railroads. That is 
to say, the legislature was not merely to choose between two 
equally simple and equally productive methods of taxing, but 
to select one among many methods dissimilar and of different 
productivity. Although a great problem for both railroad and 
state, it does not appear that the legislators seriously debated 
the alternatives, or that the railroad interested itself particularly 
in the matter. The road was wanted; the company was ready 
to build it; action was wiser than too close scrutiny; the con- 
stitution enjoined liberal terms; and fortunately or unfortun- 
ately the charter tax was fixed at 5 per cent. of the gross earn- 
ings of the road. 

Just why this particular tax was chosen does not appear in 
the report of the committee on internal improvements, which 
suggested the gross-earnings tax. Other older and richer 
states were taxing railroads on general property, personalty and 
dividends, on capital and dividends, on market value of shares, 
etc.? Nowhere was the exact precedent for this tax to be found ; 


* Constitution of 1848, Art. III, § 38. 
? New York, Pennsylvania up to 1840, Pennsylvania at 1850, Connecticut. See 
SELIGMAN, £ssays in Taxation, p. 154 ff. 
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except for a passenger tax* paid by English roads the gross-earn- 
ings tax was known rather as ‘‘the most primitive of land 
taxes’’? than as a practical corporations tax. Unscientific as it 
may be proven, its advantages were clear. It would be produc- 
tive, “easily ascertained and not susceptible of evasion.”3 But 
the committee was seeking not scientific principles but large 
receipts, and so far as the proceedings reveal, this particular 
form of levying it was chosen because of its convenience and 
certainty. 

The bill to incorporate the Illinois Central Railroad came to 
the senate from the committee on internal improvements, Janu- 
ary 14, 1851, with a provision that the state should reserve the 
right to 7 per cent. of the gross earnings of the road in consid- 
eration of the government donation of lands. The bill was 
debated in committee of the whole every day at two o’clock 
from January 29 till February 6. The only record remaining of 
the proceedings of the committee is the ever recurring state- 
ment that the committee spent some time upon the bill. Feb- 
ruary 5, 5 per cent. was substituted for 7 per cent. by a vote of 
seventeen to eight.4 The bill provided for a capital and loan 
tax equal to 2 per cent. of the gross earnings, thus making the 
total tax 7 per cent. of gross earnings, with exemption from all 
other taxes. The bill passed the senate February 6, 1851, by a 
vote of twenty-three to two,5 and on the same day it passed the 
house by a vote of seventy-two to two. February Io it became 
a law with the approval of the governor. 

This tax became thenceforth closely identified with the state 
debt. It being set aside for the payment of the debt, the 
gradual liquidation was credited very largely to the tax. By 
1869, it had amounted to $4,050,000, and it averaged at that 

‘The old stage-coach tax of % d. four persons, one mile. JEANS, Rat/way Prob- 
lems, p. 164. 

* SELIGMAN, £ssays in Taxation, p. 196. 3 bid. 

4 Senate Journal, p. 209.— This is the one occasion when the Chicago Evening 
Journal comments upon the railroad question that the incorporators would not accept 
the incorporating charter if the tax was not reduced. 

5 Senate Journal, p. 215. 
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date $500,000 yearly. In ten years this tax alone, if unchanged, 
would extinguish the balance of the state debt. So important 
was this consideration that the tax was looked upon as belong- 
ing to the inalienable rights of the people of the commonwealth, 
and deserving the safeguards offered by incorporation in the 
organic law of the state. So one of the first resolutions offered 
in the constitutional convention of 1869 was one to “consider the 
propriety of reporting a section in the constitution restraining 
the legislature from releasing, assigning, transferring, or in any 
way disposing of the 7 per cent. tax paid by the Illinois 
Central.’* Several similar resolutions were introduced by mem- 
bers from different parts of the state. No opposition was made 
to the rate of taxation, and that it should be a part of the con- 
stitution was universally agreed. The only exception taken was 
by Goodel, of Ford county, who advocated distribution of the 
proceeds of the tax among the counties where the lands were 
located. He received no support, however, and after a brief 
discussion, the following amendment was adopted.’ 


No contract, obligation or liability of the Illinois Central Railroad 
Company to pay any money into the state treasury, nor any lien of the 
state upon, or right to tax property of said company in accordance 
with the provisions of the charter of said company approved February 
10, in the year of our Lord, 1851, shall ever be released, suspended, 
modified, altered, remitted, or in any way diminished or impaired by 
legislative or other authority ; and all moneys derived from said com- 
pany, after the payment of the state debt, shall be appropriated and 
set apart for the payment of the ordinary expenses of the state govern- 
ment, and for no other purposes whatever. 


In this way the state has insured itself against false valua- 
tions and assessments, inspired legislation, and the consequences 
of unwise distribution of earnings,.and has guaranteed to itself 
a tax proportionate to the expanding volume of traffic which it 
may give to the original Illinois Central Road ; at the same time 
placing itself in a position to profit from any extensions of the 


* UNDERWOOD, Sth Dist., Proceedings, p. 78. 


2See Constitution, Special Section. 
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Illinois Central which may ultimately bring more traffic over the 


main line. 

So much for the legislative history of the 7 per cent. 
charter tax. Let us now examine the absolute returns of the 
tax to the state and then, in the first place compare these returns 
with those which the state might properly have realized (1) from 
an interest payment on the value of the lands; (2) from an 
interest charge plus ordinary tax rates; (3) from a ‘‘shares”’ 
tax. In the second place we may compare the present returns 
from this tax with the returns realized by other methods of taxa- 
tion; (1) from its branches and leased lines in Illinois; (2) 
from its entire line ; (3) from Illinois railroads exclusive of the 
Illinois Central; (4) from the roads of certain representative 
states of the central, eastern, and western sections. 

From March 24, 1855 to October 31, 1869, the road had 
returned to the state as charter tax $4,050,941.45 or nearly one 
fourth of the great debt of 1851. Up to October 31, 1897 the 
state had received as charter tax $16,665,798.80, or $38,288.89 
more than the state’s indebtedness of 1851. The average receipts 
for the past seven years have been about $615,000, the largest 
payment being that of 1893 — $753,067.24. There is no reason 
to expect the business done by this road todecrease. The state 
is, therefore, practically assured of an annual income from the 
Illionois Central representing interest in the road, if capitalized 
at 4 per cent., from 15.4 to 20 million dollars. Satisfactory 
as these figures appear, it will be of interest to compare them 
with the returns to the state, presuming that the state in 1851 
had chosen to exact an interest payment in the value of the lands 
granted, or such an interest charge combined with the power to 
tax or to overlook the relation of donor and donee and subject 
to general tax laws. 

What would an interest charge have yielded ? In determin- 
ing the principal represented by the lands we must take account 
of the actual value of the lands in 1851. The values which the 
railroad company was to receive for the lands were not foreseen, 
and the state could justly claim compensation only for the values 
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it surrendered. The lands had been offered by the general govern- 
ment at $1.25 per acre, without finding buyers, but as soon as the 
lands were granted to the railroad company the minimum price 
for government as well as railroad lands became $2.50. More 
than this they were sure to bring, but only in case the private 
corporation bring in the road to develop them. That is, from 
the standpoint of the state in 1851, $2.50 per acre would have 
been an outside figure. The grant then represented a gift of 
6.5 milliondollars; had thestate received the same rate of interest 
upon this as the Illinois Central paid for its other construction 
funds, would that have been a better bargain for the state than the 
charter tax ? 

Up to 1869, the interest on 6.5 million dollars compounded at 
7 per cent., would have amounted to $16,157,700. The charter 
tax compounded would have amounted to about $5,404,400. The 
difference represents what the state lost up to 1869 by not having 
exacted an interest payment. Unfavorable as the comparison 
appears, as we have seen, the Constitutional Convention considered 
only what the charter tax had contributed to the extinction of 
the state debt. A change at that time to the prejudice of the 
road was prohibited by the United States Constitution.* So the 
7 per cent. tax was not disturbed. Since 1870 the Illinois Central 
has been able to secure funds at 5 percent. If we make the 
supposition of an interest payment, we must reckon interest at 
current rates. Had the state been receiving 5 per cent. on the 
6.5 million dollars since 1869 the total payments up to October 
31, 1897, would have been g.1 million dollars or $3,615,000 less 
than the charter tax has yielded. The charter tax continues to 
yield a yearly revenue of nearly $300,000 more than the interest 
charge could yield. Hence we may conclude that the general 
assembly did wisely in preferring the charter tax to an interest 
payment. 

However, had the road accepted the lands as a loan, with no 
exemption of the road from general taxation, the interest rate 


plus the tax rate would have exceeded the charter tax. As seen 
* See Dartmouth College Decision. 
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by the table on page 364 the average rate of taxation for the 
roads in Illinois, exclusive of the Illinois Central, is 5 per cent. 
of gross earnings. Were the Illinois Central to pay a 5 per 
cent. gross earnings tax, plus a 5 per cent. interest payment on 
6.5 million dollars it would have paid annually since 1890 the 
equivalent of 8.7 per cent. upon its gross earnings, instead of 7 
per cent. as at present. 

Had Illinois adopted the system in operation in Connecticut? 
in 1850 and received one third of I per cent. on the market value, 
of the shares in lieu of all other taxes, the road would have paid 
in 1897, one third of 1 per cent. on $53,090,625,” or $176,968.75, 
instead of $1,051,940.71 —a comparison very favorable to the 
7 per cent. tax. When added to the $325,000 interest payment 
assumed above, the total cost to the road would have been only 
$501,968.75, or less than one half the actual annual tax. 

(2) We have not made a comparison with probable returns 
from a net earnings tax. Such a tax would have been difficult to 
levy. Still at that time (1850), Pennsylvania roads paid a tax 
on capital and dividends. Such a tax could not have been 
seriously considered in Illinois in 1851, and no attempt can be 
made here to compare the charter tax with plans that could not 
have seemed feasible in 1851. 

In the accompanying table, taxes are reduced to percentages 
of gross earnings; although, in actual practice, every known 
form of levying is represented, from a tax on the par value of 
capital stock and debt, as in Connecticut, to a corporation tax 
and general property tax assessable by state, county, municipal- 
ity and school district, as in Kentucky.3 Michigan, Wisconsin, 
and Minnesota have a gross earnings tax. The rate paid by the 
original Illinois Central Railroad, z. ¢., 7 per cent., is taken as the 
standard, and others expressed in percentages of this rate. Dif- 
ferent years have been taken in several instances to indicate 
how variable is the rate with every tax but the absolute tax on 
. * Seligman, Essays in Taxation, p. 155. 

* Market value of Illinois Central Stock, Financial and Commercial Chronicle. 


3 For present methods of taxing railroads see SELIGMAN, Essays in Taxation, p. 
150 e¢ seg. 
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For example, we find that the Illinois Central 


system pays 4.76 per cent. taxes in 1897, and only 3.71 per cent. 


in 1896. 
nearly I per cent. 


TABLE I. 


In Massachusetts, within three years the rate varies 


SHOWING THE RATE OF TAXATION OF ROADS OF DIFFERENT SEC- 
TIONS AS COMPARED WITH THE ILLINOIS CENTRAL TAX, 


REDUCED TO A GROSS EARNINGS BASIS. 





State Roads 


Gross Earnings 


Per cent. 
of 7 per ct. 


Tate. 





Illinois Central : 
Main line 
Main line 
Branches 
Branches ........ 
Whole line 
Whole line 
Inclusive Ill. Cent. 
Exclusive Ill. Cent. 
Connecticut 
Massachusetts 





Kentucky 
ES eee 
Minnesota 


Wisconsin 


Missouri 
{ 


1896 |$ 


1897 
1896 
1897 
1896 
1897 
1895 
1895 
1897 
1894 
1895 
1896 
1896 
1897 
1894 
1891 
1893 
1894 
1895 
1894 
1895 
1893 
1894 
1895 





| 
| 
| 


8,926,520.00 | 


8,627,883.00 
19,492,644.00 
13,483,054.00 
22,002,842.00 
22,110,937-04 
69,899,102.00 
58,976,788.00 
36,353,269.83 
64,128,423.03 
68,154,906.05 
74,836,480.00 
210,089,592.75 
204,252,615.41 
60,140,831.56 
36,570,389.41 
36,719,655.33 
16,939,558.00 
35,835,910.47 
30,47 3,366.00 
36,219,000.00 
33,263,551.38 
28,318,544.09 
36,003,655.02 





$ 624,832.74 
603,951.82 
426,525.26 
448,348.89 

1,051.358,00 

1,051,940.71 
3,855,761.00 

3,07 4,703.00 

1,996,938.23 
3,500,162.18 
3,527,820.74 
3,683,390.79 
7,781,389.32 
8,229,479.58 

2,07 3,777+45 
854,334.12 
811,056.65 
474,643.00 
977,406.27 
840,109.48 

1,009,224.00 
1,373,950.47 
1,295,999.13 
1,284,353-14 





7. 


>, 
2.183 
3.170 
4-780 
4-760 
5.51 
5.00 
5-49 
5-44 
5.18 
4.48 
3-70 
4.03 
3-45 
2.34 
2.23 
2.81 
2:72 
2.75 
2.78 
4.10 
4-50 
3-56 





39-7 
58.6 
64.3 
50.9 





Average rate exclusive of Illinois Central == 4.00 — 57.4 per cent. 


from Reports of Railroad Commissioners of the different states. 


Computed 


From this table it appears that the average rate of taxation 


paid by the railroads of the states represented in the table is 
4 per cent. of the gross earnings. The eastern states receive 
larger percentages of the gross earnings of their roads —the 
western states smaller percentages than the average. But the 
Connecticut roads pay 5.49 per cent. on earnings of $15,700 





CHARTER TAX OF THE ILLINOIS CENTRAL RAILROAD 365 


per mile, whereas the Minnesota roads which pay 2.78 per cent., 
earn but $6500. The main line of the Illinois Central earns 
$12,750, on which it pays 7 per cent. That is, 1 per cent. of 
gross earnings paid by the Illinois Central represents an earning 
capacity of $1835 per mile, while in Minnesota it represents 
$2338 per mile, in Connecticut $2855 per mile. This shows in 
figures what the percentages reveal, that the tax paid by the 
main line of the Illinois Central is much greater than that paid 
by representative roads East and West. 

The table shows this excess to be 3 per cent., although com- 
pared with other roads within the same state the actual charter 
tax is 2 per cent. of the gross earnings. This payment is equiva- 
lent to about 2.61 per cent. on the principal represented by the 
land grant—an annual tribute of $170,000. Notwithstanding 
this charter tax, the Illinois Central system paid, in 1896 and 
1897,’ but three-fourths of I per cent. above the average. 
Recalling now the advantage to the road up to 1869 in having paid 
a charter tax of 7 percent. on gross earnings rather than an inter- 
est tax of 7 per cent. on the value of the lands when granted, we 
see that at present rates it will be impossible for the road to liqui- 
date this constructive balance against it. Its gain up to 1869 was 
$10,753,300; which, compounded up to October 31, 1897, was 
27 million dollars in excess of what the road has actually paid. 
That is to say, although the Illinois Central has extinguished 
the state debt and contributes very largely to the support of the 
state government, it is actually debtor to the state in the amount 
of 27 million dollars plus the taxes which the road must have 
paid had it been treated as a borrower from the state and held 
subject to the same obligation to pay taxes as other private 
railroads in the state. 

From the standpoint of the state, however, as said before, 
the obligation had already been discharged in 1856, before the 
charter tax began to replenish the treasury. The state has 
reaped a thousandfold in return for the donation of land. The 
charter tax is clear gain. Other states have given away public 

*See Table II. p. 366. 
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lands to aid in constructing railroads, and have nothing in return 
but the facilities offered by the roads and the consequent 
enhancement of values. Michigan helped to build 1005 miles 
of road, Minnesota 2389, lowa 1672; but these states receive 
only 2.23,2.78,and 2.72 per cent. of the gross earnings, whereas, 
Illinois, for her gift sufficient to build 706 miles, receives 7 per 
cent. She has already received millions more than she would 
have received had she adopted the policy pursued by neighbor 
states, and she has an interest in the 706 miles she helped con- 
struct of over $4,250,000, besides the sovereign right to tax 5 
per cent. on gross earnings for the support of the state govern- 
ment. 


TABLE II. 


SHOWING THE GROSS EARNINGS, TAXES PAID, AND RATE OF TAX 
UPON GROSS EARNINGS PAID BY THE ILLINOIS 
CENTRAL SYSTEM SINCE 1875. 








vc] 
ry 
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Year. Gross Earnings. Taxes. 





1875 $ 7,802,556 $ 439,1007 
1876 7,040,969 424,563 
1877 6,639,845 382,947 
1878 7,111,184 392,190 
1879 3234,464 395,010 
1880 | 8,304,812 444,126 
1881 8,586,397 465,351 
1882 8,905,312 484,850 
1883 13,064,743 559.980 
1884 12,190,833 545,969 
1885 12,621,264 556,074 
1886 12,529,493 575,459 
1887 13,546,287 646,875 4:77 
1888 11,822,477 607,263 
1889 14,655,617 648,739 4-43 
1890 16,452,022 709,332 4-91 
1891 17,881,555 870,680 4.87 
1892 19,291,760 928,245 4.81 
1893 20,095,191 1,024,896 5.10 
1894 20,657,464 1,074,759 5.20 
1895 19,056,994 973,919 5-11 
1896 22,002,842 1,051,358 4.78 
1897 22,110,937 1,051,941 4-76 
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* 1875-1893, from Poor’s Railway Manual, 1894-1897, from “ Reports to Stock- 
holders of Illinois Central Railroad.” 
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In conclusion, the Charter Tax of the Illinois Central Rail- 
road is at present about 2 per cent. of the gross earnings of its 
main line. This $170,000 payment is that much greater than 
what roads similarly helped by other states are compelled to 
pay ; it is, however, less than half the amount the road could 
afford to pay today for the assistance given by the state in 1851. 
The road must ever be indebted to the state, and yet the state 
must, at the same time, feel itself indebted to the road. To do 
away with the charter tax would be but a recognition on the 
part of the state that it had been fully paid for its grant of lands 
that had cost it nothing. To consider the tax as an annuity, to 
endure as long as the Illinois Central Railroad endures, is but to 
remind the railroad that in 1851 it obtained a “bargain ;” in 
paying this extra charge it is paying not merely what is due the 
state by contract, but what the special advantages it enjoys ena- 
bles it to pay to those who placed it in this position of advan- 
tage. Irrevocable as this provision is, it can be easily seen that 
in the future, when the western roads shall be able to run at a 


less proportionate expense, the 2 per cent. discrimination against 
the main line of the Illinois Central may seriously handicap that 
road and compel it to recoup itself at the expense of the state. 
through which it passes. 


W. H. ALLEN. 


UNIVERSITY OF CHICAGO. 





THE CONCEPT OF PRICE-DETERMINING RENT.' 


Or the many theories of the earlier economists which have 
been subjected to sharp criticism by modern writers, none has 
been more persistently attacked than the classic dictum that rent 
does not form an element in price. The criticism in this case 
has not amounted to a denial of the whole principle of the 
Ricardian theory of rent, but it is held that as here applied it 
illustrates the tendency of the earlier writers to derive from 
premises of very restricted validity conclusions which express 
only partial truths. Thus there has been developed the concept 
of ‘“‘marginal,”’ or ‘“price-determining,” as distinguished from 
“differential,” or “ price-determined”’ rent. 

According to the Ricardian economists, rent is a surplus 
product of land above the cost of production. There is always, 
it asserts, a no-rent margin of cultivation where the conditions 
are so unfavorable for the production of a given commodity, that 
the amount of product realized merely pays for the amount of 
labor and capital expended in producing it. Every part of any 
additional product obtained by the employment of an equal 
quantity of labor and capital on better soils or under more favor- 
able conditions goes to the landlord as rent. Such rent does 
not enter into the price of produce; for should the landlord 
remit this rent, prices would remain unaffected, the remission 
not diminishing the cost of production of that part produced at 
the margin of cultivation, where no rent is paid, which part 
fixes the price of the whole product. Sucha rent is ‘“price- 
determined,” for while the rent does not affect the price, the 
price determines what the rent shall be. 

Such is the Ricardian idea of rent, to which has been given 
the name “ differential,’”’ to distinguish it from the later concep- 


*I am indebted to Professor T. N. Carver for valuable suggestions in preparing 


this paper. 
368 
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tion of ‘‘marginal”’ surplus. Those who maintain that such a 
distinction should be made assert that the older theory is 
entirely valid only when land is devoted to a single use; that it 
does not hold when land is devoted toa series of productive 
uses, as we find it under actual conditions. When land at the 
margin of cultivation for a particular purpose is adapted to some 
other product, and for such use pays a rent, this marginal rent, 
so it is said, must be debited as cost to the marginal product 
referred to, and must enter into the price of such product, thus 
becoming “ price-determining.”’ 

It is said that J. S. Mill was the first English writer to give 
expression to this distinction. He thus states the case: 

Rent is not an element in the cost of production of the commodity which 
yields it; except in the case (rather conceivable than actually existing) in 
which it results from, and represents, a scarcity value. But when land capa- 
ble of yielding rent in agriculture is applied to some other purpose, the rent 
which it would have yielded is an element in the cost of production of the 
commodity which it is employed to produce.’ 

Jevons goes further, and cites the above passage with this 
criticism : 

Here Mill edges in as an exceptional case that which proves to be the 
rule. ... But wherefore this distinction between agriculture and other 
branches of industry? Why does not the same principle apply between two 
different modes of agricultural employment? If land which has been yield- 
ing £2 per acre rent as pasture be ploughed up and used for raising wheat, 
must not the £2 per acre be debited against the expenses of the production 
of wheat.? 

Mr. John A. Hobson has this to say: 

It is only of unqualified or common agricultural land, in a community 
which can obtain access to unused land, that it is true that rent forms no part 
of price. Wherever the peculiar properties or requirements of land asa 
requisite of production assign an absolute limit to the supply, so that a fall 
in the margin of cultivation cannot adequately operate, this absoluteness of 
monopoly gives a rental to the worst land in use for a particular object, and 
enables that rent to figure in prices.3 

* Principles of Political Economy, book iii. chap. vi. (5th London ed. vol. i. p. 
589; People’s ed. p. 291.) 

* Theory of Political Economy, 2d ed., Preface, pp. liii-liv. 

3“ The Law of the Three Rents,” Quarterly Journal of Economics, April 1891, 
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Let me further quote Professor Patten, who has urged the 
recognition of a price-determining rent with special emphasis: 


If the marginal land used for gardening will yield a rent for wheat, the 
value of the marginal produce of garden products must equal the cost of the 
labor employed plus the rent of the land when used for wheat. And if this 
land is afterwards used for building purposes, the rent which gardeners would 
pay for the land must be added to the other expenses which the occupiers of 
these houses must pay." 

The list of quotations from writers who have recognized in 
marginal rent a distinct factor in distribution, might be greatly 
extended.? Enough have been given to show that a very distinct 
concept has been added to that of the differential surplus of 
Ricardo and Adam Smith—a concept ofa surplus 3 which under 
actual conditions must figure in the prices of agricultural pro- 
duce. 

Mr. J. H. Hollander has pointed out that this concept of 
marginal rent as a factor in distribution, involving the modifica- 
tion of the dictum that rent does not enter into price, as urged by 
these writers above referred to, has arisen from “a denial of the 
existence in actual cultivation of no-rent land, and neglect of 
intensive cultivation.”* Mr. Hollander has also here shown 
that the law of rent as formulated by the earlier economists 
is entirely independent of the existence of a body of no-rent 
land, and that Ricardo himself without doubt recognized this fact. 

That a no-rent margin of cultivation may exist independently 
of any body of no-rent land can be easily shown. Suppose we 
pp. 272-273. See also “ The Element of Monopoly in Prices,” Quarterly Journal of 
Economics, October 1891, p. 23. 

* Theory of Dynamic Economics, p. §8. See also Premises of Political Economy, p. 
22. 

?See also ANDREWS, /nstitutes of Economics, p. 167; Wieser, Natural Value, p. 
209 ; CoMMONS, Distribution of Wealth, p.221. For German literature on this point 
extending back to 1829, MACFARLANE, “ History of the General Doctrine of Rent in 
German Economics.” 

3To avoid confusion it has been suggested that this marginal surplus be designated 
“ profit.” MACFARLANE, “Rent and Profit,” Annals of the American Academy, July 
1894, p. 90. 

4““The Concept of Marginal Rent,” Quarterly Journal of Economics, January 


1895, p. 185. 
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take the case of an island in which the population has increased 
until every portion of the land is in use. Even the most 
unfavorably located parts of the island will now be able to pro- 
duce a rent due to scarcity; but this surplus will by no means 
be price-determining. From the moment that every portion of 
the land is brought under cultivation, every additional increment 
of product must come from intensive cultivation; and the last 
increment of product secured will but just pay for the capital and 
labor expended in its production. In other words, this last use of 
the land is a no-rent use, for there is no surplus above cost of 
production. Prices will rise, because, owing to constantly 
diminishing returns in intensive cultivation, every additional 
increment of product requires a greater proportional outlay, and 
the cost of this last product fixes the price of the whole. If all 
rents were remitted, prices would not fall, for such remission 
would not reduce the cost of production of this last increment of 
product which fixes the price. Hence any surplus due to scarcity 
cannot be a price-determining surplus. It is the old Ricardian 
rent, pure and simple. 

But it seems to me that this concept of price-determining 
rent arises from a still more fundamental error—a failure to 
hold to the idea of the very source and nature of rent: To the 
differences in productivity of soils and to the differences in 
productivity of successive uses of the same soil, rents are wholly 
due. They arise the moment there is difference in the cost of 
production of equal increments of product, and amount to the 
whole of this difference. If all soils were of equal fertility, a 
man would be very foolish to pay rent for one piece of land 
when another equally good might be had for the using. And 
when all such lands were taken up, there would still be no rent, 
if in intensive cultivation the second use of the soil, that is, the 
second of equal applications of labor and capital, were to pro- 
duce as much as the first, the third as much as the second, etc.; 
for there would still be no difference in productivity, no part of 
the whole product would be more expensive to produce than any 
other part, and hence there could be no rent. It is only because 
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different areas are mot equally desirable; and the second of 
equal applications of labor and capital will not produce as much 
as the first, that rents arise. 

Why will a certain field be used for the cultivation of hops 
instead of the cultivation of wheat? Merely because it will 
produce more in hops than in wheat. Why will this hop field 
command more rent than a wheat field? Because it is more 
productive per unit of labor and capital, and to this extent and 
for this reason will pay the higher rent. Hops are not raised 
on land in preference to wheat because they will pay more rent; 
but more rent is paid because the land is more productive when 
devoted to hops than when devoted to wheat. If, then, rents are 
due solely to differences in productivity, why make a distinction 
between rents for two different purposes of production? Is not 
a higher price paid as rent for hop land in preference to wheat 
land for the same reason that one wheat field commands more 
rent than another, and can we say that in the one case we have 
a different kind of rent than in the other? 

A failure to cling to this very pertinent fact, that rents are 
due exclusively to differences in productivity of soils, or uses 
of soils, is a source of great confusion of thought. But if we 
endeavor to hold to it, and at the same time to the concept of 
marginal rent, we are led into great inconsistencies. Suppose 
we have side by side two fields of equal fertility, each field 
divided into two sections, one of which is of better soil than the 
other. The first field is devoted to hops and wheat, the hops 
occupying the more fertile portion. The second field has wheat 
in both sections; but the wheat grown in the more fertile sec- 
tion attains such a growth that it is of like value with the hops 
in the first field. We now have illustrated in the first field a 
marginal rent, since according to this theory whatever rent the 
wheat section pays must enter into the price of the hops—is a 
price-determining rent; while in the second field, where the 
difference in productivity of the two sections is just as great, 
where the difference in returns from these sections is precisely 
the same, we have only a differential rent, which does not enter 
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into the price of wheat. This is certainly an anomalous situa- 


tion. 

But it may be urged in objection that no two pieces of land 
of like fertility would ever yield the same value in wheat as in 
hops. It is, however, conceivable that by a process of artificial 
selection a new kind of wheat might be produced, which, on an 
area of equal fertility would be as profitable as hops. If this 
wheat were raised side by side with the old variety, the advo- 
cates of marginal rent would now say that the rent of the land 
used for the poorer kind must enter into the price of the better 
kind, the same as in the case of the hops. But if a marginal rent 
holds good in the cultivation of different varieties of the same 
product, it also involves the somewhat grotesque proposition 
that the price of Hereford beef is increased by the rent of the 
land on which a Texas steer may happen to graze. 

I will now attempt to give in more detail proof in support of 
my thesis; and fora clearer presentation the accompanying dia- 
gram is submitted, intended to represent the rent of an area of 
land devoted to several purposes, and the law of the distribu- 
tion of this rent. The line OP represents the radius of the 
area (which for the sake of simplicity we will assume to be 
circular) whose center and point of greatest productivity is at 
QO. This radius extends outward through section A, devoted 
to building lots; section A, to market gardening; C, to general 
farming; and D, the poorest section in use, utilized for pasture. 
Beyond section D we can conceive of a body of no-rent land. 

Let the rent curve for building lots start at Z, the highest 
increment of rent per unit of area being OZ. But the produc- 
tivity of land for building purposes decreases rapidly away from 
the center, and the curve will fall quite abruptly to 7, where for 
building lots land will be worth nothing and pay no rent. The 
rent curve for market gardening will start at a point lower 
down than &, say at £’, since in the most favorable locations 
land is more productive for building purposes than for garden- 
ing; but it will extend farther out, say to F’, since location near 
the center is not so essential as in the case of building lots. 
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For similar reasons, the rent curve for farming lands will start 
at a point lower down than £’, say at £’’, and extend out 
beyond F’, say to F’’; and the rent curve for pasture will start 
at the lowest point, £’’’, and extend furthest out, say to 
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DIAGRAM I. 


F'''. The line EXX' X’’ F'’’ will now represent the true 
rent curve for the whole area of land. At_X, the intersection of 
EFand £’' F’, the rent offered for market gardening exactly 
equals that offered for building ‘purposes, the efforts of garden- 
ers to extend their operations inward being exactly counter- 
balanced by the efforts of builders to extend outward. Hence 
at this point of equilibrium the vertical YY may be drawn, this 
designating the border line between rent paid for gardening and 
that paid for building lots. For similar reasons X’ Y’ and 
X'’ Y°' will represent border lines between rents paid for 
market gardening and farming, and farming and _ pasture 
respectively. 

It is certain that if rent enters into the price of produce, a 
remission of rents should lower prices to the extent that rent 
enters into them. But it is equally certain that if the demand 
for a commodity is stable, prices can fall only through an increase 
in the supply, and an increase in the supply of agricultural pro- 
duce can come about only through a cultivation of more land, 
or a more vigorous cultivation of the land already in use; in 
other words, by a more extensive or more intensive cultivation. 
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Will there in this supposed case of remission of rents be more 
extensive cultivation? By reference to our diagram we may be 
able to answer this question. If building lots are extended such 
extension must crowd over on to lands now used for gardening ; 
if gardens are extended they must occupy land now used for 
building or for farming purposes; if farming is extended it must 
displace gardening or pasturage. Now, why would not a market 
gardener extend his operations into land now used for building 
purposes? Simply because when he crosses the point Y between 
sections B and A, he reaches land which is more productive for 
building purposes than for gardening; it is hence more profitable 
when devoted to the former than to the latter purpose. Fora 
similar reason, building lots cannot displace market gardening ; 
because when we cross from section A into section B, we find 
the rent curve for gardening higher than for building, hence the 
land B is more productive for gardening than for building. 
There is only one point where the soil is equally productive for 
building and for gardening, and that is at Y, whose rent per unit 
of area is YX. On one side of this point, say at Z, land is more 
productive for building lots than for gardening by the amount 
mn |Ln—ILm==mn]|. On the opposite side, say at Z’, land is 
more productive for garden produce by the amount m’n' [L‘n’ 
—L'm' == m'n'|. Thus there will be no readjustment of the 
point Y, nor of Y’, nor of Y". The same respective amounts of 
land will be devoted to the several uses as before, the supply of 
any product will thus not be increased by extensive cultivation, 
and hence the price cannot fall. 

But were we to disregard the fact that land is always devoted 
to the use for which it is most profitable, we may reach the same 
conclusion by another line of reasoning. On the supposition 
that rents enter into the price of the product, a remission of 
rents would reduce the normal cost of the product by an amount 
formerly paid for land devoted to the next lower use; hence the 
price will fall, and other things being equal, the demand increase. 
To supply the increased demand for building lots, new land must 
be acquired by taking possession of some of the soil now used for 
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gardening. But the price of garden produce has also fallen, the 
demand has increased, and the gardeners will not only wish to 
acquire land now used for farming purposes, but also land now 
used for building lots, since now the rents paid for the less 
favorably situated building lots are less than was formerly paid 
for the more productive garden soils. The same will be true of 
the farmers, and also of those utilizing pasture lands. The tend- 
ency to expand in one direction will be offset by the counter- 
tendency to expand in the other, and no change will result. 
The supply being therefore limited to what it was before, the 
tendency for prices to fall will be checked, and the producers 
will be the only ones benefited by a remission of rents. 

If it now appears that prices could not fall by reason of 
extensive cultivation should rents be remitted, it may readily be 
shown that the same will hold true with reference to intensive 
cultivation. If there exists a body of no-rent land at the mar- 
gin of cultivation, any increased demand will be met partially 
from extensive, partially from intensive, cultivation; and more- 
over, the supply from one of these sources will tend to equal the 
supply from the other; for if equal “doses” of labor and capi- 
tal will produce more from one than from the other, further 
demands will be met from that source alone until decreasing 
returns have again brought about an equilibrium. Hence, if, as 
we have shown, there is no tendency toward extensive, neither 
will there be any tendency toward intensive, cultivation. 

More than this, labor and capital will always be applied to 
intensive cultivation until the last increment of product will only 
pay for the expense of its production. If, now, rents were 
remitted and prices were to fall, the last application of labor 
and capital will no longer be remunerative, and will hence be 
withheld unless labor becomes cheaper or prices become higher 
—pboth conditions being contrary to the hypothesis. This con- 
sideration must also preclude the further application of labor and 
capital to increase the product when there is no longer a body 
of no-rent land, when all further demand must be met by inten- 
sive cultivation. 
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It has been pointed out that with respect to labor we have 
illustrated a true differential rent. ‘As the product of land 
may be measured from a standard afforded by the returns 
from the poorest soil in cultivation, so the product of labor 
may be measured from a standard set by the returns from the 
least efficient man in the working force. . . . . The product 
of all labor above this line—and that is the sum total of wages 
—may be treated as rent of superior personal quality.”* We 
may carry this analogy further. Men, like soils, are of very dif- 
ferent qualities, and are thus adapted to very different uses. One 
may be a successful entrepreneur, another a machinist, another 
a teamster, while a fourth may be able to earn a bare living by 
shoveling dirt. Nowit is certain that the entrepreneur might be 
able.to drive a team or handle a shovel, just as in the other case 
land used for building lots and gardens might be used for pas- 
ture. Hence the doctrine of price-determining rent must hold 
that the wages paid for the lower grades of employment enter into 
the price of the product of the higher grades, just as rents of 
land for the lower uses of production enter into the price of the 


products of the higher uses. Jevons recognizes this when he 
says: ‘But when labor is turned from one employment to 
another, the wages it would otherwise have yielded must be 
debited to the expenses of the new product.” ? 


But I must dissent from this conclusion also. Let us take 
the case of a factory, in which are employed workmen of the 
various degrees of capacity suited to such anenterprise. One of 
these employees has sufficient ability to manage the business ; 
others can make models and draw plans and designs for the vari- 
ous products; others can operate the machinery of varying 
degrees of intricacy ; while others, unable to do any of the pre- 
ceding, can still shovel coal, load and unload cars, and do other 
odd jobs, the least efficient of all being a man who can do only 

‘J. B. CLARK, “ Distribution as Determined by Rent,” Quarterly Journal of Eco- 
nomics, April 1891, p. 314. For similar statements see also J. A. HoBson, “ The Law 
of the Three Rents, z7a., p. 263. 

* Theory of Political Economy, 2d ed., Preface, p. lv. 








378 JOURNAL OF POLITICAL ECONOMY 


enough of such work to earn what it costs to keep him. In this 
ideal factory we now have illustrated the conditions of an area of 
land devoted to several productive uses. The workmen corre- 
spond to the landlord; their several capacities to the various 
degrees of fertility of the soil; the capacity of the least efficient 
man to the margin of cultivation where the product is worth only 
enough to pay its cost of production. All wages paid to the 
other workmen above that paid to this man is a rent of personal 
capacity which goes into the pockets of these workmen just as 
all that is produced by lands above that on the margin of culti- 
vation is a rent of land, and goes into the pockets of the land- 
lords. And now suppose these workmen remit this rent of per- 
sonal capacity, who will be benefited? On the theory of a 
price-determining rent, it will be the consumers of the product. 
But here again there can be no fall in prices if the demand does 
not decline, and the supply does not increase; and the supply 
cannot increase unless more workmen are added to the several 
departments. Will the manager of the business now undertake 
to do the work of a draughtsman or machinist? Will the 
machinist undertake to make patterns or to shovel coal? And 
will the unskilled coal heaver undertake to operate machinery 
or manage the business? Certainly not; for were the workmen 
themselves to desire a tranfer from the department in which they 
are most efficient, the self-interest of their employer would not 
permit such a change to be effected. The output of the factory 
being the same, prices cannot fall, and the employer himself will 
be the only person benefited by this remission of surplus wages 
on the part of his employees. 

In applying the law of rent to capital, Mr. Hobson boldly 
asserts that here, as in the case of labor, the rent is price-deter- 
mining.* But here again may be applied the same reasoning 
which we have employed in the case of the rent of labor, and 
here again the same conclusion will be forced upon us. 

Thus I am persuaded that the general acceptance of the con- 


*“ The Law of the Three Rents,” Quarterly Journal of Economics, April 1891, p- 
272. 
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cept of price-determining rent has been due not only to a fail- 
ure to recognize that a no-rent margin of cultivation always 
exists in intensive, if not in extensive, cultivation, but also to a 
failure to apply the same fundamental principles of rent to land 
devoted to several productive uses that we do to land devoted 
to a single use. For the reasons given, the classification of rents 
as ‘differential’? and ‘marginal,’”’ or “price-determined” and 
‘‘price-determining,” seems a superficial one. It is a classifica- 
tion which has long pervaded econoinic thought, but I do not 
believe that the inconsistencies of the distinction have been 
squarely faced. If the analysis of the problem which I have 
ventured is a correct one, we have in this differentiation of rents 
departed from the broad highway of the Ricardian economics 
only to find ourselves entangled in a maze of intricacies and 
obscurities from which we must sooner or later retrace our steps. 


ARTHUR M. Hype. 
OBERLIN COLLEGE. 








ROUSIERS'S THEORY OF THE EVOLUTION OF THE 
LABORER. 


M. Rousiers is one of the writers who are seeking to 
determine the indirect effects of the modern industrial develop- 
ment upon the situation of today and therefore upon the outlook 
for tomorrow. The volume which he offered to economic readers 
sometime ago" is an extremely suggestive contribution to the 
discussion along this line. It is an attempt to determine the 
influence of industrial development upon the laborer considered 
as a producer. As a consumer, as a purchaser of commodities, 
the condition of the laborer has undoubtedly been improved by 
the introduction of cheaper methods of production and the con- 
sequent fall in the price of many of the comforts and necessities 
of life. But it is not with this aspect of the question that 
M. Rousiers is concerned. His attention is turned to the laborer 
as a seller of labor-power, as a bargainer for a share in the 
common product with the capitalist and the entrepreneur. 

To the investigation of this aspect of the question, the 
method adopted by M. Rousiers seems especially adapted. He 
has applied to the study of social evolution a principle already 
well known in the natural sciences. As in physical evolution, 
progress has not been uniform along all lines of development, 
so that at any one time there are in existence types of many 
different evolutional stages ; so in economic progress, the various 
industries have not passed through successive stages of develop- 
ment simultaneously, so that at any one time there are in exist- 
ence industries typical of many periods of industrial growth. 
As in physical evolution, the age of fishes has been succeeded by 
the age of amphibians, the age of amphibians by the age of 

* The Labour Question in Britain. By PAUL DE RousiERsS, witha Preface by 
HENRI DE TouRVILLE. Translated by F. L. D. HERBERTSON. London: Macmillan 


& Co., 1896. 
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mammals, and yet fish and amphibians have neither all been 
exterminated, nor all been evolved into a higher type, but many 
continue to live on in a higher age representatives of a lower 
stage of development; so in economic evolution, the age of 
hand-made goods has been succeeded by the age of machinery, 
and yet by the side of the highly developed textile industries 
the belated sewing trade lives on, the representative of a lower 
industrial régime. 

The student desirous of determining the influence of eco- 
nomic progress has two methods of investigation open to him. 
He may study some representative productive process, the 
textile for example, in its whole course of development. He 
may note changes in the condition of the laborer as a domestic 
industry is evolved into a machine industry, as the spinner of 
the eighteenth century is transformed into the factory hand of 
the ninteenth. Or he may confine his attention to a single cross- 
section of economic history, and select, and compare with one 
another, simultaneously existing types of successive stages of 
industrial development. He may, for example, compare with 
the machine hand in the cotton factory the worker in the belated 
sewing trade. For the investigation which M. Rousiers has 
attempted the latter method, as compared with the former, has 


two distinct advantages: First, in comparing the condition of 
laborers existing at the same time and in the same country the 
influence of certain noneconomic forces is eliminated. The 


persons compared are under the same government, are subject to 
the same laws, and enjoy the advantages of the same edu- 
cational system. And _ secondly, as purchasers in a com- 
mon market, contemporaneous workers tend to be equally 
benefited by improved methods of production. In comparing 
their respective condition, therefore, we eliminate the effect of 
economic development upon the laborer considered as a con- 
sumer and thereby emphasize its influence upon the laborer con- 
sidered as a producer. 

This method of investigation M. Rousiers has used, not for 
the discovery of new truth, but for the verification of conclusions 
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already reached deductively. A criticism of his positive theory, 
therefore, naturally divides itself into two parts: (1) An exami- 
nation of the deductive theory ; (2) acareful scrutiny of the facts 
by which he seeks to verify this theory. 

OUTLINE OF M. ROUSIERS’S DEDUCTIVE THEORY. 

Improved methods of production and transportation tend to 
enlarge the field of active competition. A modern industry 
supplies not a local but a world market ; and is, therefore, sen- 
sitive, not only to changes in productive processes, but to fluctu- 
ations in the demands of foreign nations, to alterations in tariff 
laws, to civil and international complications. A war in America 
seriously cripples the textile industry of England. A tariff in 
Germany affects adversely agricultural interests in the United 
States. These disturbing influences are of course beyond the 
control of the industries affected by them. The laborer is safe 
only if not tied down to any one employment. Mobility is the 
great desideratum. 

But that which makes production on a large scale possible, 
and which is therefore directly responsible for the instability of 
the modern industry has made the modern laborer mobile. 
For machinery has taken over all specialized work and has 
allowed the laborer to become despecilaized. A long appren- 
ticeship is no longer necessary in a highly developed modern 
industry. The inexperienced girl directs the machine and 
replaces the trained handworker of the past. The barrier 
between the skilled and the unskilled is broken down, and the 
laborer, bound to no one employer and to no one occupation, 
is more independent than ever before. A good general edu- 
cation and a knowledge of industrial conditions are more essen- 
tial to his success than technical training, for he is no longer 
protected by a monopoly of skill. 

Modern industrial conditions tend to develop in the laborer 
the same qualities that have already been developed in the 
entrepreneur. The workman is not a specialized tool but a man, 
and therefore, able to meet his employer on common ground. 
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The relation between capital and labor in the most highly devel- 
oped industries — in those in which labor has become despecial- 
ized and unskilled—is the most satisfactory ; and here we find 


trade-unionism at its best. 

These, then, are the chief points in M. Rousiers’s theory : 
(1) increasing instability of industrial conditions met ; (2) by 
increased mobility of labor, due to its despecialization and to 
the destruction of the barrier between the skilled and the 
unskilled; (3) growth in the power and strength of trade- 
unionism in the unskilled, despecialized industries. 

We have not the data necessary for a discussion of M. 
Rousiers’s first conclusion—the increasing instability of indus- 
trial conditions, and can only enter against it the Scottish verdict 
of “not proven,” for, while it is undoubtedly true, as M. 
Rousiers has pointed out, that, with an extension of its market, 
an industry comes within the range of an ever-increasing number 
of disturbing forces, its stability is determined, not by the 
number, but by the resultant of these forces. And to determine 
this resultant requires a careful counterbalancing of opposing 
influences that M. Rousiers has not even attempted. But 
whether the tendency is towards stability or instability, changes 
in industrial conditions will always be sufficiently frequent to 
make mobility an important factor in the well-being of the 
laboring class. The second point in M. Rousiers’s theory is 
therefore worthy of careful consideration. Few will take issue 
with him on the proposition that the mobility of labor tends to 
increase. It is not the result, but the means by which he con- 
ceives this result to be reached, that is open to criticism. Is it 
true that the tendency of industrial development is to do away 
with the need for special skill and training, is to break down 
the barrier between skilled and unskilled, and in this way to 
bring about a complete mobility of labor? 

Whenever machinery is introduced into any stage of a pro- 
ductive process, the cost of production in that stage is lowered, 
and there is a consequent fall in the price of the finished article." 


*While in the case of any single commodity it is not true that a fall in cost is 
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This leads to an increase in the demand for it, followed by an 
increased demand for workers in all other stages of the same 
productive process. Since the machine tends to replace the 
human laborer in all operations that can be reduced to mere 
physical routine, but can never be employed where there is any 
requirement for the exercise of judgment and intelligence, there 
is a constant tendency in modern industry to increase the 
relative proportion of brain workers as compared with manual 
workers. 

This is followed by a more minute subdivision of labor and 
a tendency to specialization in mental occupations. To borrow 
an illustration from Professor Marshall: Type-setting and 
many other routine processes connected with the publishing of 
a newspaper are now done by machinery. Economy in produc- 
tion is followed by a fall in price and a rise in demand. But 
more newspapers means employment for a larger number of 
reporters, editors, reviewers, and business managers. It becomes 
worth while for the reporter to make himself an adept in one 
line of work, for the reviewer to confine his attention to one 
department of literature. The machine can never do what some 
writer has designated ‘automatic brain work,” bookkeeping, 
shorthand, etc., but it has, as we have seen, increased the 
demand for such work. This work is especially adapted to 
women, whose industrial career is, as a rule, too short to make 
it possible for them to fit themselves for any of the higher 
positions, and who lack the physical strength requisite for the 
ordinary manual occupations. Women’s labor is, as a rule, 
subsidized labor. For woman generally, being part of an 
economic group, need not be entirely self-supporting, and is, 
therefore, willing to accept wages not only below the limit of 
family subsistence, but even below the limit of individual 
subsistence. Men are therefore forced to abandon occupations 
which women enter in large numbers. 
necessarily followed by a corresponding rise in demand, it is true over the whole field 
of industry, for demand and supply are correlative forces. Therefore in attempting 


to determine the effect of machinery it is necessary to select as a typical industry, 
one in which a fall in cost is followed by a corresponding rise in demand. 
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Machinery takes over the routine physical work, and increases 
the demand for routine mental work. This demand tends to be 
satisfied by women, and men are thus forced out of two fields 
of employment, and are compelled to fit themselves to meet the 
demand for the higher grades of work—for work requiring 
the exercise of distinctly human qualities. While we often 
find a child or untrained woman feeding some complicated 
machine, such a state of things can be only temporary; for the 
work has been already reduced to mere routine, and must 
ultimately be taken over by a self-feeding automatic piece of 
mechanism. The man in charge of a machine is often today, 
and will tend more and more to become, a skilled and respon- 
sible mechanic. Such a man can turn, with comparatively little 
difficulty, from thé management of one machine to that of 
another in some allied industry. But his versatility is due to 
his special training, and to his knowledge of the principles 
underlying the workings of many machines. Economic develop- 
ment tends to increase the mobility of labor, because it requires 
a higher degree of training and ability; and the laborer who 
meets this demand is more adaptable because he is more 
intelligent. 

In connection with machinery, there sometimes remains 
work to be done by the laborer, which, because it requires some 
degree of judgment, cannot be reduced to mere routine. This 
work may or may not demand a great degree of skill, but it 
does require quickness and accuracy, for the human worker must 
keep up with a pace set by an indefatigable iron worker, and a 
mistake means a loss in the time of both. While, therefore, in 
trades where machinery has not been introduced, it is often 
worth while to employ persons of varying degrees of efficiency, 
and to pay each one in proportion to the work actually accom- 
plished, in industries where machinery is used there is no place 
for anyone who does not come up to the required standard. 
And so in the textile trades it is rare to find a spinner who is 
over forty years of age; after that period he must seek less 
exacting employment. 
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A third result of the introduction of machinery, therefore, 
is to do away with all gradations, and to separate into two 
sharply divided classes, the efficient and the inefficient, the 
competent and the incompetent. 

The question now is as to the facts in which M. Rousiers 
hopes to find a verification of his deductive theory. His method, 
as we have before said, is to arrange in order of development, 
and compare with one another, existing types of successive 
stages of economic progress. For the present purpose we shall 
confine our attention to the industries selected as representatives 
of the last two stages of development, as shown by the condi- 
tions of labor among the cotton operatives of Lancashire and 
the dockers of London. 

The textile industries offer the most complete example of the triumph of 
machinery which can at present be found in any trade. The workman occu- 
pies but a secondary position, and serves the machine instead of being served 
by it. Apprenticeship disappears with the need for technical skill. Women 
are no longer handicapped by their inferior physical strength nor by the tem- 
porary nature of their presence in the factory.’ 

In these industries where, according to M. Rousiers, skill 
gives no monopoly, trade unionism is at its best. Employers 
and employed are organized. The operatives have learned to 
select for their secretary a practical, reasonable man, conversant 
with all trade details. When disputes arise, this secretary meets 
the secretary of the employers’ association, and, according to 
the testimony offered before the Royal Commission on Labor, 
in ninety-nine cases out of a hundred a satisfactory settlement 
is reached. In case of failure to agree, the matter in dispute is 
laid before a joint committee of employers and employed, and 
no strike is authorized by either organization until the efforts of 
this committee to reach an amicable settlement have proved 
futile. A uniform wage scale prevails throughout the whole 
district for the spinners and weavers. In case of a general 
strike there is no attempt on the part of employers to introduce 
labor from without. But there is a complete cessation of work 


° PP. aby. 
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until one side or the other yields, or until, as more frequently 
happens, a compromise is effected. 

In the terms of agreement by which the strike of March 
1893 was brought to a close, clause iv reads as follows: 


“Any question affecting the general interests of the cotton industry to be 
considered by a joint committee of employers and men.” This last clause 
marks the assumption of an entirely new réle by organizations of labour. It 
admits the operatives to a share in the government of the industry, and thus 
when the furthest stage of contemporary evolution is reached we find the 
workers beginning to recover something of the control which they would 
seem to have lost forever with the advent of the factory.* 


For the strength of trade-unionism in these industries, M. 
Rousiers finds an explanation in the fact that both employers 
and workmen have come to recognize that it is to their mutual 
advantage that each should be completely organized, and that 
the operatives have learned to select as their representatives 
experienced, reasonable men, with whom employers find it more 
satisfactory to deal than with unorganized individuals. This is 


the only explanation open to M. Rousiers, who considers that 
the textile worker requires no special training and is therefore 
protected from outside competition by no barrier of skill. But 
is this explanation adequate? Only on the supposition that 
there is a complete unity of interest between employers and 
employed; only on the supposition that it is to the advantage 
of each that the other should be strong. 

Disegreements to be settled between employers and their 
workmen divide themselves into two classes. (1) Local dis- 
putes due to the petty tyranny or negligence of some employer, 
to the unreasonableness of some group of workmen, or to mutual 
misunderstanding. (2) Disputes on general questions affecting 
the whole industry—e. g., as to the rate of wages or the hours 
of labor. Disputes of the first class can be settled in a far more 
Satisfactory manner if both the employers and the laborers con- 
cerned are members of powerful organizations: first, because 
the original disputants are not the parties called upon to settle 


rp, 338. 
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the difficulty, and therefore the element of personal bitterness 
tends to be eliminated; secondly, because paid officials of the 
two associations can meet on more nearly equal terms, since 
there is less difference between them in social position; and 
thirdly, because powerful organizations know too well the cost 
of a strike to enter upon one fora trivial, local cause. Employ- 
ers and operatives summoned before the Commission on Labor 
were unanimous in testifying to the comparative ease with which 
local disputes were settled in industries where both sides were 
completely organized. But when the question at issue is some 
general one, concerning, for example, the rate of wages to be 
paid, there is no longer a necessary unity of interest. And it is 
by no means apparent that it is to the advantage of employers 
that in the settlement of such questions they should deal with 
powerful and wealthy unions rather than with their men indi- 
vidually. The constant success of the Spinning Operatives’ 
Association in extorting higher rates of wages cannot be 
accounted for on the supposition that the union exists only on 
sufferance, only because the employers find it to their interest 
to deal with an organized body. 

The cotton manufacturers summoned before the Royal Com- 
mission testified’ that the success of the unions in raising the 
rate of wages had reduced profits to a minimum, and that pri- 
vate capital was leaving the trade. That there was truth in these 
statements is shown by the fact that the union officials expressed 
themselves as entirely satisfied with the share of the output that 

* See testimony of Mr. Noble, member of Cotton Manufacturers Association, C, I, 
Question 4016; also testimony of Mr. Russel!, cotton manufacturer, 27d., 3429-3645, 
3452—I say with good trade wages would naturally rise, with bad trade they would 
naturally fall. But I do say, that the union snatch, as in this last instance, wages 
which the trade can not afford to pay. 

Mr. Noble, zéid., 4180—Do I understand your position to be that, in your opinion, 
substantial men, large private capitalists are withdrawing from the trade, and that 
their places are being taken by joint stock and speculative companies? Ans. Yes. 
4154—I understand you take some exception to the action of the unions in pressing 
the employers a little too hard in the matter of wages. Ans. Yes, that is true. 


4155—But as regards trade disputes of a purely local character, I understand you to 
say that the actions of the unions has generally been reasonable and satisfactory ? 
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labor was securing, and rather plumed themselves in being better 
than their employers in striking a bargain. 

If the cotton operatives have no monopoly of skill, it is diffi- 
cult to understand why the employers are leaving the trade 
instead of bringing in outside labor, especially when one consid- 
ers the low rates being paid in the agricultural districts. And 
so we are brought to the question: Is M. Rousiers right in his 
assertion that the textile operative is unskilled and despecialized. 
The only proof offered is the fact that in the cotton industry 
formal’ apprenticeship no longer exists and that girls of nine- 
teen and twenty are employed as weavers not as spinners. Now, 
while it is true that apprenticeship has been abolished, yet years 
of training are required. The child enters the mill as a half- 
timer at ten years of age and does not become a finished spinner 
until he is twenty-one. The girl of eighteen is employed at the 
looms, but she is by no means unskilled, for she has served a 
virtual apprenticeship of eight years. So great is the dexterity 
required that the testimony of experts was to the effect that 
training must begin in childhood, and some even went so far as 
to say that the efficiency of the future worker would be impaired 
if the age of entering the factory as a half-timer were raised to 
thirteen. It thus appears that M. Rousiers’s theory is not veri- 
fied by the facts in the cotton industry. For while in it machin- 
ery has been extensively introduced and trade-unionism is at its 
best, the need for special training still exists, and the Opera- 
tives’ Associations are strong, not because the barrier between 
the skilled and the unskilled has been broken down, but because 
it still stands to protect them. 

Since M. Rousiers considers the introduction of machinery 
to be the moving force in economic evolution, it was to be 
Ans. Yes; wherever they have come in conference with the employers, I think some- 
thing like a reasonable settlement has been arrived at. 

Testimony of Mr. Mawdsley, secretary of the Amalgamated Association of Oper- 
ative Cotton Spinners, C, I, 732: We are satisfied of this, that if there is to be any 
injury to the trade in the future it will have to come out of our pockets and not out of 


the peckets of the employers. We believe that we have screwed them up as far as 


we can. 
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expected that he would select, as typical of the latest stage of 
development, an occupation in which machinery played even a 
more significant réle than in the textile industries, It is some- 
what surprising, therefore, to find that he has selected employ- 
ment at the docks, where machinery has not yet been intro- 
duced to any considerable extent and where the typical laborer 
is an ordinary porter. The only justification for this choice is 
given in the following extract : 


They [the dockers] are almost completely despecialized, and their 
employment is very precarious. They are not dependent either on special 
skill of their own or on an employer. The labor question, therefore, so far 
as it concerns them presents itself under quite modern conditions, similar to 
those towards which the general organization of labor is tending. Thus they 
are proper subjects of inquiry at the conclusion of our examination of the 


labor question.’ 


From this quotation we are forced to conclude that the 
docker has been selected as the type of the modern workman, 
not because he is engaged in an industry more highly evolved 
than the textile, but because he is both despecialized and 
unskilled and therefore satisfies the requirements of M. Rousiers’s 


theory. The method adopted required that the industries com- 
pared should be arranged in order of development. This order 
was reversed when a belated industry was placed after one that 
was highly developed, when the docks were placed after the 
textile factories; and therefore the conclusions reached are 
worthless as a means of verifying a theory of economic develop- 


ment. 
A study of the docks, however, may serve to confirm or to 


refute M. Rousiers's conclusion as to the strength of trade-union- 
ism among the unskilled—a conclusion not organically con- 
nected with his theory of industrial progress. Like many other 
economists, M. Rousiers has taken the dock strike of 1889 as a 
fair measure of the strength of the ‘‘ New Unionism.” To do 
so, however, is to overlook the fact that the victory then won 
was due to a peculiar conjunction of circumstances that may 


'P. 342. 
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never take place again, and that certainly is not present in the 
ordinary labor dispute. 

To appreciate the truth of this statement it is necessary to 
consider in some details the causes that led to the strike. For 
some years conditions of employment at the docks had been 
unsatisfactory. Trade fluctuated with the seasons, and the work 
was necessarily irregular. The chance of getting a few hours 
employment attracted all classes of the unemployed; and the 
dock officials, having a constant supply of labor at their gates, 
adopted the policy, immediately economical, but ultimately 
costly, of employing the men from hour to hour. A Jaborer 
taken on in the morning could only be certain of an hour’s 
employment, and if dismissed was unlikely to find work else- 
where for the remainder of the day. As a result, the better 
class of laborers avoided the docks, while the idle and dissolute 
were attracted there. The demand for casual labor tended, as 
it always does, to augment the supply; while irregular earning 
led to the further degradation of an already degraded class. 
The strike was an organized effort to ameliorate the condition of 
the docker, and to make his employment less irregular—it 
was an attack upon a shortsighted policy, costly alike to 
employers and employed. The docks-managers had not antici- 
pated trouble with their men, and had made no efforts to secure 
non-union labor. The stevedores, a class of skilled workmen 
struck in sympathy, and it would have been difficult, if not 
impossible, to fill their places.’ 

The public supported the strikers, and the great charitable 
institutions, holding the docks management responsible for 
much of the misery and demoralization of East London, con- 

*On page 356 M. Rousiers writes: “Thanks to the stevedores the dockers’ 
strike led to results which benefited the whole trade. Without the support of the 
Stevedores’ Union the strike would unquestionably have failed.” On the next page, 
however, we find that the victory is attributed to the Dockers’ Union, and is taken as 
a measure of what an organization of unskilled workmen can accomplish. ‘“ Thus 
the Dockers’ Union, though organized in the midst of a crisis, and therefore under 


very unfavorable conditions, succeeded in obtaining a valuable reform, and this by 
its own efforts, and without the intervention of any public authority.” 
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tributed liberally to the maintenance of the men and their families. 
The Salvation Army alone fed several thousand every day, 
Without this substantial assistance starvation would have forced 
the dockers to surrender. But the active interference of the 


public in labor disputes is not usual, and can only be counted 


upon when the right is clearly on one side. 

And last, and perhaps most important, to quote from Mr. 
Hubbard, chairman of the joint committee of the London, St. 
Katherine and East India Docks Company : 

It is more difficult to employ free labor in the docks of London than in 
any other industry in the world, because they extend over such an enormous 
area, and are absolutely open to the public. .... It would be absolutely 
impossible for the police to give individual protection to every one of those 
six thousand men. 

The dockers’ victory, then, must be attributed to the unpro- 
tected position of the London port, to the sympathetic strike of 
a class of skilled workmen, and to the active support of the 
public, and not to the economic strength of a union of unskilled 
workmen. Asa result of the strike, the remuneration of the 
ordinary docker was raised from five to six pence per hour, and 
overtime was paid at a higher rate. Any laborer taken on in the 
morning was guaranteed at least four hours work. These were 
the important provisions in the Mansion House agreement.. In 
addition to this the London and India Docks Company agreed 
that in piece work the union might appoint a representative to 
be second in command inthe gang and to be present at the 
taking on of new men." For some time after the strike non-union 
men found it difficult, if not impossible, to obtain employment 
at the docks, and even foremen were forced to join the mens’ 
association. But this condition of affairs did not last. All the 
concessions that served to strengthen the union as a union, have 
been lost. The right to appoint representatives has been taken 
away, and foremen have been forbidden to become members of 
the mens’ association, while the London and India Docks Com- 
pany holds itself free to employ either union or non-union labor. 


‘Minutes of Evidence, B, I, 4607. 





THEORY OF THE EVOLUTION OT THE LABORER 393 


The terms of the Mansion House agreement, it is true, have 
been adhered to, but this cannot be taken as an indication of the 
strength of the union, for the docks managers have come to 
recognize that it is to their own interest to diminish as much as 
possible the number of casuals employed, and by paying a 
higher wage to attract to the docks a steadier and more compe- 
tent class of workmen.' 


The history of the Hull strike of 1893 is in strong contrast 
with that of the London strike of 1889, and forcibly reveals the 
inherent weakness of a union of unskilled workmen when left to 
fight its own battles unaided. Hull was the best organized port 
in the kingdom prior to thestrike. The laborers employed were 
all members of one or other of the great unions and even 


the shipping clerks and foremen had been forced to join the 


mens’ associations. When disputes arose Mr. Wilson, the 
employer, met and conferred with the union officials. The 
Dockers’ Union, overestimating its power, constantly demanded 
new concessions. Finally, on the employment of a few non- 
unionists, a strike was ordered. After being out several weeks, 


‘According to the docks managers, the increased cost of labor since the strike 
has been borne by the public and not by the Docks companies. Mr. Hubbard, B, I, 
4856: The public was extremely anxious that the docks laborers’ wages should be 
increased after the strike, and the wages were so increased. Consequently the rates 
for the performance of the work had to be increased to the public. They have been 
increased about to an extent to remunerate us for the increase. We could not get the 
full advantage of that in the first instance. 

See also testimony of Colonel Birt, Manager of the Millwall Dock, B, I, 
7110-7112: The loss of trade due to the strike was temporary except in regard to 
transcontinental trade. The loss was simply hastened in that class of business. 
6906.—Will you explain why the demand for casual labour is less than it was? Col. 
Birt—The casual labourer in olden times was a man of very inferior physique; the 
casual labourers consisted largely of old men who were worked out, or young fellows 
who never had much strength. Their labour, of course, was not of any great value, 
but the rate of pay of 5d. per hour was not sufficient to attract a better class of men. 
The 6d per hour has brought that class of men in, and there is a very great improve- 
ment in the casual labourers now. 6907.—As I understand it, it comes to this: that 
the employers have found it answers better to pay rather higher wages for a superior 
class of men? Ans.—The payment was rather forced upon us. 6908.—But whether 
forced upon you or not, that is what was done? Ans.—One result is clearly that 
we get a better class of men. 
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the men were obliged to abandon their position. Many outside 
laborers had been brought in during the strike, and a number of 
the union men found themselves without employment. The 
rest came back as individuals, and not as members of the union, 
and were forced to bind themselves not to strike for at least 
six months. This crushing defeat is thus described by M. 
Rousiers : 

From a general point of view. the result of the Hull strike strengthened 
the hands of the Dockers’ Union. The men emerged from the struggle with 
an organization which had stood the test, and with leaders who had shown 
themselves worthy of the confidence of their fellows and the respect of their 
opponents. In addition to this they had learned a lesson. The failure of the 
Hull docker to shut the labor market against non-union men by means of 
strict regulations showed that future solutions would not lie in that direction.‘ 
It therefore remains to organize unions in such a way as to make it to the 
employers’ interest to deal with them :? 


The limits of the present paper do not permit a study of 
other labor unions among the unskilled, but it is worthy of note 
that the Royal Commission on Labor, after a careful considera- 


* Unions of unskilled workmen sometimes obtain important concessions from the 
desire of employers to avoid the cost and confusion incident to a strike. But since, 
except under peculiar circumstances, such unions can be defeated by the introduction 
of outside labor, no concession will be granted if its capitalized cost to employers is 
greater than the cost of securing a victory. And in determining whether it is worth 
while to provoke a strike, employers will take into account not only the cost of the 
concession actually demanded, but the cost of concessions that will probably be asked 
for in the future if the one in question be granted. Moreover, it is not necessary in 
order to defeat such a union that employers should obtain a full quota of new men. 
For if a considerable number of former workmen become convinced that the union is 
powerless to secure their re-employment, they will desert and apply for work as indi- 
viduals. Thus the aggressive power of unions of unskilled laborers is strictiy limited. 
They might, however, serve a useful purpose in co-operating with similar associations 
of employers in the settlement of local disputes. The recent history of such unions, 
however, shows that they are not satisfied to confine their activity within such narrow 
limits, and that they often select as representatives men who are more ready to provoke 
a contest than to arrange a compromise. But in several cases, where as the result of 
a strike the power of a union has been broken, employers have themselves attempted 
to establish the machinery necessary for the settlement of minor disputes, and thus to 
retain the advantages, while getting rid of the disadvantages, of a union among their 
workmen (see Minutes of Evidence, B, I-II-II1). 


*P. 356. 
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tion of all accessible facts, reached the following conclusion, dia- 


metrically opposed to that of M. Rousiers: 


Upon the whole, it is not yet shown by experience that it is easy, if indeed 
it is practicable, to mold into a permanent organization men working at an 
occupation which is not of the nature of a craft requiring special training. 
Such an organization, not being built upon the foundation of a natural monop- 
oly of skill, is apt to fall away and perish in times of trade depression or 
other adverse circumstances." 


KATHARINE FELTON. 
OAKLAND, CALIFORNIA. 


' Final Report, p. 30, sec. 77. 





NOTES. 


MUNICIPAL SOCIALISM IN EUROPE.’ 


THE term Socialism, even in its formation, is essentially vague. 
The suffix, “ism,” added to the word “social” conveys the idea of a 
social system, or a complex of social systems. Its significance became 
still less precise when the word began to be frequently used. But social- 
istic systems, while they are vague and inconclusive in regard to par- 
ticulars, offer today in their general outlines a relative agreement. 
Socialism is now understood to mean a theory of society in which 
economic production is socialized or collectivized, that is, in which the 
means of production are held in common. In spite of the fact that 
the definition of Marx, of Malon, and of Bakounin differed somewhat 
from this, the word socialism has no longer the uncertainty which it 
once had. 

Coupled with adjectives, the signification of the word socialism, of 
course, varies. What then is to be understood by the expression 


“municipal socialism?” While today we hear a great deal about 
municipal socialism, no one seems to know exactly what it is. I have 
tried in vain to find a satisfactory definition. Finally I have attempted 
to construct a theory by means of the facts. 

At the recent Internationa] Congress of Socialists in London, the 
municipalities of Saint Denis and Saint Owen were recognized as 


socialistic. In a recent volume issued from the statistical office of the 
Department of the Seine for the most important municipalities of this 
department, outside of Paris, I find for 1895 the following eloquent 
data: 
Communes Inhabitants Octroi Other imposts Octroi per capita 

Vincennes, 25,000 254,000 133,000 15.50 

Ivry, 22,000 282,000 113,000 17.95 

Auberville, 25,000 F 114,000 20.65 

Clichy, 30,000 55 93,000 21.60 

Leo-Perret, 40,000 . 164,000 23.25 

Saint Owen, 26,000 165,000 24.20 

Saint Denis, 51,000 1,080,000 185,000 24.80 


Translated from the manuscript by I. W. Howerth. 
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These figures show that the socialistic municipalities of Saint Owen 
and of Saint Denis are at once distinguished from all the others by the 
large imposts which they collected. As Saint Owen and Saint Denis 
are among the cities having the largest population, their public services 
ought to cost less in proportion than those of Ivry or Vincennes, for 
it is well known that every service costs less the greater the demand 
for it. But the octroi levied by Saint Owen and Saint Denis was 
enormous as compared with that imposed by the non-socialistic com- 
munes in the same department. 

Roubaix has also been cited as a model socialistic municipality. 
I have taken the following data from an authentic source, a journal of 
scientific socialism (sic) edited by Tubati. Notice how in three con- 
secutive years the entries of the municipality of Roubaix, thanks to the 
work of the socialists, increased : 

1891 1892 1893 
4,620,460 4,726,035 5,319,203 

These figures include both the ordinary and extraordinary receipts. 
The ordinary receipts alone had increased in 1893 from 4,021,281 in 
1890 to 4,476,565. Of this increase 295,512 francs were due to the 
octroi; that is, the finances of the commune of Roubaix owe their 
principal increase to the octroi. The socialists do not show very much 
originality in levying new imposts, and it seems they do not know how 
to do any better by the bourgeoisie than to recur to those odious 
instruments of modern social spoliation, among which is undoubtedly 
the octroi. 

Max Albert, who gives these statistics concerning the municipal 
financial operations of the socialists of Roubaix, adds: ‘Such, rapidly 
sketched, is the work of the socialistic Communal Council of Roubaix 
in the two years since it was elected. Behold what the working men 
of Roubaix have accomplished in two years!’’ And in manifest com- 
placency he continues, “It was not upon the laboring class that this 
new impost fell.””. He concludes by saying that he leaves it ‘to all 
well disposed men to judge the work of the socialistic municipality of 
Roubaix.’ Truly I do not know what judgment well disposed men 
would form of the socialistic municipality of Roubaix, but the fact 
remains that while the socialists denounce all cases of taxes unjustly 
levied, Albert still boasts of what the socialists have done at Roubaix. 


It would be easy to cite many other cases of municipal socialism, 
especially in Belgium and in England. In England municipal social- 
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ism has advanced more rapidly than in other countries, and in that 
country the expenses of local public bodies, which were about 50 
millions a few years ago, were in 1895 70 millions, and the public 
debt of these local public bodies has increased from 2300 million pounds 
in 1875 to 5500 million pounds in 1895. That is, the public debt of 
English local bodies was almost trebled in twenty years, while in the 
same time the national debt decreased from 1g billions to 16 
billions. Knowing these facts, I follow the advice of August Comte 
and deduce from them the simplest hypothesis. Now the most obvi- 
ous and clearest deduction in our case is the following: municipal 
socialism signifies a prodigious increase of the expenses of local public 
bodies. When the /atssez faire economists were still alive, they 
affirmed that the tax collector is equally odious to the taxpayer 
whether he comes in the name of the state or in the name of the local 
authorities. But at present /aissez faire economists seem to be exiled 
to the planet Neptune. If they were still on earth they would without 
much difficulty demonstrate that public services performed by the 
municipality cost more and are not so well executed as they are when 
left to individual activity and free competition. In England, as 
municipal socialism prevails quite generally, all the more important 
cities have monopolized the tramways and the omnibuses. In his 
Voyages and Discoveries of Signor ‘Faubert, lately published, Yves 
Guyot makes a very interesting comparison. He shows that in none 
of the principal cities of England are the means of transporting the 
people so well arranged, so convenient, and so swift, as in London. 
An exception among the more important cities of England, the metro- 
polis leaves this public service to free competition. For three or four 
pence one may ride across London, a distance of fully thirty miles. 

Besides omnibuses, there is an extensive and much used system of 
metropolitan railways, and the cab service is almost beyond criticism. 
In 1891 the number of cabs in London was given as 18,000, omnibuses 
10,400. Since then the number has greatly increased. In 1895 the 
metropolitan street railways carried 87 million passengers — 810,000 
per kilometer, 240,000 per day. The tramways of North London 
carried 80 million passengers — 220,000 per day. 

In this transportation service, which all who have been in London 
agree in calling wonderful, municipal socialism has no part. And yet 
even in London we find a growing tendency toward municipal social- 
ism. The functions of its local governing bodies have been enlarged 
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and an ever increasing burden of taxation has been laid upon its citi- 
zens. Already municipal scandals seem in order; such, for instance, 
as the boodling in the financial administration of the city discovered 
recently by Stead. 

The bureau of Italian statistics has lately published a valuable 
volume on communal finances which contains the local tariffs of each 
separate commune, the communal property, and the communal and 
provincial debts for the year 1895. These figures show the develop- 
ment of municipal socialism in Italy: 

Years Actual receipts Movement of Capital 
1882 341.6 49.2 
1883 347.0 65.4 
1884 356.8 79.0 
1885 361.1 81.0 
1886 373-5 g0.0 
1887 380.7 116.4 
1888 390.7 130.2 
1889 397.8 124.8 
18gI 419.4 103.1 
1895 462.5 61.1 


The phrase ‘‘ movement of capital,’”’ which played such an impor- 
tant part in the happy-go-lucky period of finance has now lost its 
cabalistic prestige. In the phrase “movement of capital’ are con- 
cealed the expenses connected with the sale of public goods. The 
billion or more of ecclesiastical expropriation which the Italian state has 
suffered has all come out of the property of the “state” under the 
denomination, “movement of capital,” and no one perceived until 
after the transaction took place that the state was short by about one 
billion lire of real estate. Our municipalities followed the example of 
the state; that is, they wished to enjoy the illusion of still possessing 
goods which they had been obliged to sell, consequently they covered 
up with this indefinite and vague expression, ‘“‘ movement of capital,” 
the actual diminution of their property. 

Let us accept for the moment this illusion which the optimistic 
municipal assessors are trying to produce concerning their finances, 
and let us not take account of this movement of capital. The fact 
remains that the effective receipts of the Italian municipalities have been 
increased irregularly from 1892 to 1895 by 85 millions, a sum equal to 
about one-fourth of the total municipal receipts. On the other hand, 
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in the last year, the nation suffered from an unparalleled crisis, in 
which economic welfare was arrested and suffered a decline. This is 
shown by the acknowledged diminution in the consumption of articles 
most generally used by the mass of the population. From 1882 to 
1891 debts were doubled, and in 1895 increased, in comparison with 
1882 by 50 per cent. 

Years Liabilities Years Liabilities 

i882 32.9 1887 91.6 

1883 50.0 1888 102.9 

1884 60.3 1889 89.7 

1885 59-3 1891 66.6 

1886 . 65.3 1895 45.1 

It appears that in the last few years the communal administrations 
restrained themselves somewhat in contracting debts, but it may be 
that they made a virtue of necessity, and resorted less to loans simply 
because they could not obtain them with the same facility as before. 
The fact remains that the communal debts of 763 millions in 1882 
have grown to 1139 millions in 1894, an increase of more than two- 
fifths in less than thirteen years. 
How fortunate it would have been for Italy if the increase of her 

private wealth had followed the same ratio as the receipts of the local 


public bodies. The facts in regard to the matter are just the opposite. 
William Sumner says that if discoveries and inventions did not increase 
the productive power of mankind more rapidly than statesmen could 
destroy it, the advance of civilization would be arrested. So far as 
Italy is concerned it seems as if the pessimistic idea of Sumner has 
been realized. 


Apart from the fact that the great increase of communal receipts 
from ror millions in 1882 to 152 millions in 1895 is due largely to odious 
taxes like the octroi, other facts concerning the financial situation of 
the communes may be gathered from the data of the bureau of 
statistics. More serious than the disproportions between receipts and 
expenditures, is a disorder in the fianances of Italy’s local public 
bodies, a hit-or-miss policy of social spoliation which explains of itself 
the violent protests of the masses. Attempts at revolt have been made 
now in one commune and now in another and have become an endemic 
manifestation in our social life. In poverty-stricken regions like Sicily, 
in which individual wealth is estimated at scarcely a third of that of 
Piedmont or of Lombardy, the local taxes are heavier than in the 
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latter provinces, and the local public expenses in the former are the 
same as in the latter. In certain communes some imposts which fall 
upon special classes are heavier, and in others where these social 
classes hold the administrative power these forms of taxes scarcely 
exist, or do not exist at all. 

Thiers has remarked that in 1789 wherever the communes enjoyed 
some liberty they soon fell into a condition of bankruptcy. Now the 
acts of 1888 and 1894 enlarged the power of the English local bodies, 
and the freedom given to these local bodies in the classic land of lib- 
eralism has produced communal socialism ; that is, a prodigious devel- 
opment of public expense, and the administrative disorder which 
has doubled the public debt in a few years. In Italy, in spite of the 
fact that local liberty is restricted, the function of some local public 
bodies has increased extraordinarily, and the wealth which these local 
bodies demand from the citizens is increasing irregularly. It is 
strange that some wish to increase this liberty, when the experience of 
all countries shows that, far from securing a better administration, it 
reduces the municipality to distress, and extorts from its citizens 
enormous wealth which they ought to employ in satisfying their urgent 
needs. This wealth the local public bodies expend on public adorn- 


ment more or less stupid, sacrificing it to the new “ Goddess of 
Hygiene ”’ and scarcely ever using it to satisfy any true social needs.’ 
Such, briefly, is the work of Municipal Socialism in Europe. 


G. FIAMINGO. 
ROME. 





CO-OPERATION BY FARMERS. 


A TRAVELER passing through the southern part of Minnesota is 
impressed with the evidences of prosperity. Especially is this true 
when his manner of travel permits close observation and inquiry. He 
finds there farming communities engaged in the dairy business on a 
large scale, but the noticeable thing is the organization of this business 
on a co-operative basis. 

A very good example of the results coming from this industry is 
seen in Steele county. This county is situated in the second tier of 


"For example: The cities of London and Paris lack a sufficient water supply, 
as do also the great majority of European cities, especially those of Italy. 
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counties from the southern boundary, and the fourth from the eastern 
border. The soil is a sandy loam, well adapted to grazing purposes. 
The population numbers some 15,000, of which 4o per cent. is foreign, 
largely German and Danish. Nineteen creameries are engaged in the 
dairy business. All are co-operative concerns. The buildings and 
machinery of a dairy plant cost from $3000 to $4500. The money 
for the buildings and the purchase of the machinery is borrowed as a 
general thing. The board of directors in every case had provided a 
sinking fund by levying a tax of five cents on each hundred pounds of 
milk brought to the creamery. ‘The debt incurred has been paid, in 
some instances, at an average rate of $200 per month. The largest 
creameries have had receipts as high as $45,000 in a single year. The 
average receipts of the creameries are about $20,000 per year for each. 
This gives $380,000 for distribution in Steele county from the dairy 
business. The net sum distributed is less than this. The expense of 
carrying on the business is about $2400 for each creamery. Deducting 
the expenses of management there is left $354,400 for distribution 
among the 1642 patrons of the creamery associations. This gives each 
member some $215 for his share in the enterprise. 

The creameries are governed by an organization very much like a 
joint stock company. ‘The method of procedure is as follows: The 
farmers interested meet at a schoolhouse and appoint a committee to 
ascertain the number of cows in the vicinity. If there are found to be 
at least five hundred, and their owners are willing to pledge their milk 
to the creamery, an association is formed with a president, vice presi- 
dent, secretary, and board of directors. These are empowered to 
build the factory and start the business. Once a month the officers 
declare a dividend on the basis of the milk furnished by each patron. 

The method of collecting the milk is also worthy of remark. The 
district contributing to the creamery is divided into routes. The farm- 
ers on the different routes take turns in hauling the milk to the 
creamery, so that a journey is made by each man about every seven or 
eight days. 

The results from this industry are remarkable. In the first place, 
the cash payments for milk have freed the farmer from the system of 
store pay. He now receives cash for his produce and buys with the 
freedom that cash gives. In order to hold former customers the store- 
keeper finds it necessary to keep a larger stock and a better variety. 
A second result is noticeable in the home life of the farmer. The 
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work and drudgery of butter making is taken from the kitchen, and 
the women are relieved from a good deal of hard labor. 

Certainly what has been said here indicates a growing prosperity 
through the medium of a co-operative industry. In this example there 
should be much to encourage the farmers in different parts of the 
country. There is no reason why the same principle may not be 
applied to other features of agricultural labor and enable the workers 
in it to reap richer rewards than they are now doing. 

FRANK L. McVEY. 

UNIVERSITY OF MINNESOTA. 


TABLES RELATING TO THE PRICE OF WHEAT AND 
OTHER FARM PRODUCTS SINCE i890. 


THESE tables are a continuation of a series of tables printed as Appendix 
III in the JouRNAL for December 1892. The sources drawn on, as well as the 
method followed in the computation, are the same as for the earlier series. 
The figures for beef, pork, and lard have been compiled by Mr. William H. 
Allen, the remainder by Miss Katharine B. Davis. [Editor.] 


TABLE I. 


PRODUCTION AND ACREAGE OF WHEAT. 


(,000 omitted). 








Wheat crop 
of Great Britain, 
Wheat crop of /|France, Germany, 
the world Russia, Belgium, 
India, Australia, 
Argentina 


Wheat crop 
of the 
United States 


Acreage in 
United States 





Bushels Bushels Bushels Acres 


399,262 36,087 
2,364,197 952,283 611,780 39,916 
2,481,805 1,196,264 515,949 38,554 
2,562,913 1,362,504 396,131 34,629 
2,676,651 1,421,033 460,267 34,882 
2,546,494 | 1,286,860 467,102 34,047 
2,430,497 1,216,081 427,684 34.618 
2,214,030 1,047.989 530,149 39,465 
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NOTES 


NOTE TO THE TABLES. 


Tue charted price lines of wheat in the Chicago market since 1862 
seem to show a certain periodicity in the rise and fall of prices. Thus 
1867, 1872, 1877, and 1882, were points at five-year intervals of 
unusually high prices, the points of greatest depression occurring about 


CHART I. 
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midway in each period.‘ Then comes a nine-year period, culminating 
in the high price of 1891 and reaching its lowest point in 1887. The 
next low point, in 1894, shows the lowest yearly average price of 
wheat since 1862. Then follows a rise up to the end of 1897, with 
indications that the high point is still to be reached. 

The general direction of wheat prices since 1865, averaged by 


"See “ The Price of Wheat since 1867,” by T. B. VEBLEN, JOURNAL OF POLITI- 
cal Economy, December 1892. See Chart I, p. 70. 
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five-year periods, has been steadily downward. Since 1890 there are 
three points of special interest in the course of prices—the high points 
of 1891 and 1897, and the phenomenally low point of 1894. In 1891 
the wheat crops of the four great wheat importing countries of Europe, 


CHART Il. 
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Great Britain, Belgium, Germany, and France, were unusually small. 
The combined production of the four wheat exporting countries with 
which the United States competes, Russia, India, Australia, and Argen- 
tina, was also below the average, the total production for these eight 
countries being only 952 millions of bushels. At the same time the 


crops of rye in the five great rye consuming countries, France, Belgium, 
Germany, Russia, and Austria-Hungary were considerably short. The 
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wheat demand in these countries was, therefore, strong. Taking the 
world’s crop as a whole, it was about at the average.* The unusually 
large crop in the United States had no appreciable effect in keeping 
down the price. It rose in the Chicago market from an average of 
89.2 cents in 1890 to 96.6 in 1891. In the English market the rise of 
American wheat was even more marked, advancing from 103.1 in 1890 
to 116.1 in 1891. 

The fact that the wheat market is a world market, and that the crop 
of the United States plays a small part in it as a price determinant, is 
still further illustrated by the relation of production to price in the 
years since 1891. In 1893 our crop was smaller than it had been since 
1887. The price, however, continued to fall until the end of 1894, 
when we reach the extreme low point in the world’s production during 
the period 1890-1897. 

In this year the crop of the United States was what, since 1880, 
might be called an average crop. The world’s crop was possibly the 
largest ever known; certainly the largest for the period for which accu- 
rate statistics are available. It was one-fifth larger than the crop for 
1897. The crop of the eight greatest wheat producing countries of 
the world, exclusive of the United States, was one-half again as large 
in 1894 as in 1891. Added to this, is the fact that the rye crop in 
France, Belgium, Russia, and Austria-Hungary, was much above the 
average. A complete failure of the American crop would have reduced 
the world crop to little less than the annual average. The result of 
this enormous crop was to bring the price in the world market down to 
a point never before reached since the United States became an export- 
ing country on a large scale. It was a price at which the farmer 
claimed, undoubtedly with truth, that he could not afford to produce, 
and it shows itself in a reduction of the wheat area the following year 
of about 800,000 acres. 

Again, in 1897, we have ashortage in the world’s crop. The esti- 
mates recently sent out by the United States Department of Agricul- 
ture place the figures at 2214 millions. As that of 1894 was the 
largest, so the crop of 1897 is the smallest of which we have available 


data. The crop of the eight great wheat producing countries, exclu- 
sive of the United States, was somewhat larger than in 1891, while that 


* The average annual wheat crop of the world is placed at 2300 million bushels. 
United States Department of Agriculture, Division of Statistics, Miscellaneous Series, 
Report No. 5. 
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of the United States did not reach the figures for that year. The 
average price for 1897 was not so high as that for 1891, but the maxi- 
mum effect of the shortage was not reached by January 31, 897; the 
average price for the first five months of 1898 being 111.6. With the 
exception of the artificial rise in September 1888, when Mr. Hutchin- 
son made his celebrated corner in cash wheat, the price has gone to a 
figure in the Chicago market not reached before in years. 

This relation between world production and price could not be 
more strikingly illustrated than by the course of prices for this period 
— 1890-1897. Itshows, forcibly, that the wheat market is a world mar- 
ket, and that, enormous as is our production, it is too small an item, 
compared with the total, to materially affect the price. Twice in the 
past six years, the United States has profited by this fact. The great 
harvests, coinciding with a period of general scarcity, has benefited us 
at the expense of our European neighbors, so far as our wheat has been 
exported ; while at home it has benefited the producer at the expense 
of the consumer. On the other hand, if there be any benefit to any 
one during a period of great depression, it was the consumer who in 
the United States has reaped the advantage of the low price of wheat 
in a world market. 

The price of wheat as compared with that of other farm products, 
shows several points of interest in the period, 1890-1897. For about 
half that time, that is, during the years 1891 and 1892, and from the 
middle of 1896 to the end of 1897, wheat has been above the average 
of the six principal farm products. For the years 1893, 1894, and 
1895, it was below the average ina still more marked degree. By 
reference to Charts II and III (pp. 73 and 82) printed in this JouRNAL 
in December 1892, and to Chart II accompanying this note, it will be 
seen that the average price for the six staple farm products, wheat, 
corn, oats, beef, and lard, fell somewhat from 1867 to 1874, rose to the 
greatest height in 1882, and since that time, with fluctuations, has been 
gradually falling. Oats is the only crop which, since 1890, with the 
exception of the last few months of 1897, when the average of farm 
products was brought up by the sharp rise of wheat, has been above 
the average. Corn, pork, and cattle, the alternative crop for the 
greater part of the country, averaged together, have, with the excep- 
tion of the years 1890 and 1892, been above the average; and hence, 


for a considerable part of the period, they have been a more profitable 


crop for the farmer than wheat. As might be expected, the fluctua- 
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tions in price have been within the narrowest limits in the case of 
cattle, and it is curious to note that all through this period the price 
for this item has changed its direction each year, and by an almost 
uniform amount. 

As to wheat acreage in the United States, there has been compara- 
tively little change in the situation since the eighties. The greatest 
total acreage ever reached was in 1891; the lowest since 1880, in 1895. 
In the last two years it has again increased, being greater in 1887 than 
at any previous time, with the exception of 1891. 

A comparison of Chart I, with chart Ia in the article above 
referred to, shows a striking difference in the four price lines 
given. Previous to 1882 there seems to be no permanent equilibrium. 
Thus, in 1873, American red winter wheat in London is 45 cents a 
bushel higher than in New York, and: New York wheat is 34 cents 
higher than Chicago wheat of equivalent grade. In 1877 New York 
and London have approached to within 16 cents of each other on 
wheat as the same grade, while New York and Chicago differ by 22 
cents, only to separate more widely the following year. Other points 
could be selected illustrating this lack of uniformity equally well. 
From 1882 to 1891 the changes from year to year in the difference of 
prices in the three markets is much less, and since 1891 they keep rela- 
tively almost the same position, an exception being the divergence of 
the New York and Chicago price lines for 1896 and 1897. The 
greater stability in these relations may be accounted for, at least in 
part, by an adjustment of transportation rates and their nearer 
approach to a condition of equilibrium. 

As the prices quoted for British wheat are not for special grades, 
but for the average crop as sold by sample, an approach of the British 
line to the line for American wheat of a specified grade in the London 
market, as in 1893 and 1894, would indicate that the quality of the 
British crop was, on the whole, good as compared with the American, 
while the divergence of the lines in 1895, 1896, and 1897 would seem 
to show that the crops for those years were inferior. 

An interesting feature in the world market for 1890-1897 has been a 
change in the relative importance of the Indian and South American 
wheats. In the eighties it seemed as though America was to find a 
strong competitor in Indian wheat, but the fear seems to have been 
unfounded, as the Indian exports are not fulfilling their promise. 

The South American countries, Argentina, Chile, and Uruguay, 
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have, on the other hand, been occupying a stronger and stronger posi- 
tion in the market, and although their crops for the past two years 
have not been as great as those of the years just preceding, it seems 
likely that in them we are to find a rival of some importance for the 
markets of Great Britain and Belgium. 
KATHARINE BEMENT Davis. 
UNIVERSITY OF CHICAGO. 


THE NEW CURRENCY BILL. 


THE direct outcome of the proposals of the Monetary Commission 
has appeared in the action of the House Committee on Banking and 
Currency in reporting favorably a bill which follows the plan of the 
commission in the main. The mechanism hy which the United States 
notes are to be retired is, however, wholly new; but the end to be 
accomplished is the same. 

(1) The present outstanding issues of United States notes known 
as “‘ greenbacks’”’ will cease to be a burden upon the Treasury for 
redemption in gold, so far as they are exchanged by national banks 
for national reserve notes. 

National reserve notes are a new form of currency provided by the 
bill in place of the existing greenbacks. They are legal tender and 
are intended for circulation as currency or for use in the reserves of 
the banks in exactly the same manner as the existing greenbacks. 
National reserve notes are to be issued to any national bank to any 
amount not exceeding its paid-up capital, upon its surrender to the 
treasury of an equal amount of greenbacks. 

The United States notes thus received are canceled and destroyed. 
The banks taking reserve notes are required to contribute to the cur- 
rent redemption fund held in the treasury 5 per cent. of the amount 
of their reserve notes in gold coin and to replenish this reserve when- 
ever it is reduced by the redemption of the reserve notes. 

The money in circulation is not reduced by any of the preceding 
provisions. National reserve notes take the place of the greenbacks 
for which they are exchanged and gold coin takes the place of green- 
backs which are directly redeemed. 

Existing national banks are required to take reserve notes, to the 
amount of 25 per cent. of their capital, but two privileges are offered 
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the banks in compensation for their assumption of the current redemp- 
tion of the notes. One of these is the privilege of issuing currency 
notes upon general assets, which is set forth fully under the next gen- 
eral head. The second privilege is partial remission of the tax of one- 
fourth of r per cent. per year levied by the bill upon the capital, 
surplus and undivided profits of each bank. The remission thus 
allowed is at the rate of one-half of 1 per cent. per year of the 
amount of reserve notes issued to the bank. 

National reserve notes may be recalled from the banks to which 
they have been issued by the Secretary of the Treasury in equitable 
proportions and distributed to new national banks, which are required 
to pay for them in gold coin after the United States notes cease to be 
available. The withdrawal of reserve notes does not reduce the limit 
of currency based upon commercial assets. 

(2) National banks having charters under the old law may continue 
to issue currency as at present. The minimum amount of bonds re- 
quired upon the passage of the bill is the same as under existing law— 
25 per cent. of the capital, but not exceeding $50,000 — but banks 
may issue notes upon all their bond deposits to the par value of the 
bonds, instead of go per cent., as at present. Beginning four years 
after the passage of the act, any bank may withdraw the bonds depos- 
ited to secure circulation at the rate of 25 per cent. of the required de- 
posits per year and may withdraw those in excess of the minimum re- 
quirement at any time. 

The privilege of issuing currency based upon commercial assets, 
without the deposit of the United States bonds, is granted to national 
banks to the amount of 4o per cent. of their paid-up capital, but only 
upon condition that notes secured by bonds and national reserve notes 
are taken in equal amounts. Thus, a bank organized under this bill, 
having a capital of $100,000, is required to have on deposit in the 
treasury $25,000 of United States bonds, against which it may issue 
$25,000 in currency notes. It may also issue $25,000 additional in 
such notes based upon commercial assets, and may increase such issues 
if it increases also its bond deposits and its holdings of reserve notes 
in equal proportions. This process may be continued up to the point 
where the amount of notes secured by bonds, the amount of notes not 
thus secured, and the amount of national reserve notes are each equal 
to 40 per cent. of the paid-up capital, making an aggregate of $80,000 
in bank notes and $40,000 in reserve notes. 
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(3) When circulation is issued in excess of 80 per cent. of the paid- 
up capital, exclusive of issues of reserve notes, the excess is liable to a 


tax of one-half of 1 per cent. monthly. 

(4) All paper money except silver certificates shall be in denomi- 
nations of $10 and higher. Silver certificates issued by the treasury 
shall be in denominations of $1, $2 and $5 only. 

(5) The burden of the current redemption of paper currency rests 
upon the banks. They are required to redeem their reserve notes over 
their own counters, and to maintain in the treasury a 5 per cent. gold 
fund for current redemption of the notes in gold. The reserve notes 
are guaranteed by the government to be ultimately redeemed in gold 
from its own resources upon failure or liquidation of the bank to 
which they may have been issued. 

The current redemption of currency notes not secured by United 
States bonds may be provided for by clearing-house districts under 
regulations prescribed by the Comptrollers of the Currency. 

(6) The currency notes are redeemed, in case of failure of the 
issuing bank to redeem them, froma gold guaranty fund in the custody 
of the Secretary of the Treasury, known as the Bank-note Guaranty 
Fund, which is made up by each bank which takes out circulation upon 
its commercial assets contributing in gold 5 per cent. of its asset circu- 
lation. Upon the failure of a bank, its notes shall be immediately 
redeemed from this fund and the fund reimbursed from the assets of 
the failed bank. Bank notes form a first lien upon the assets and 
have behind them also the individual liability of the stockholders for 
assessment up to the amount of their stock. Should these forces fail 
to fully reimburse the fund, the treasury may made an assessment upon 
the national banks issuing asset circulation to reimburse it, but these 
assessments shall not in any one year exceed 1 per cent. of the asset 
circulation. 

(7) Existing national banks may continue to do business under 
their present charters upon acceptance of the new law, but must com- 
ply with the requirement for taking out 25 per cent. of their capital in 
reserve notes. 

Branch banks may be established in the discretion of the Secretary 
of the Treasury. 

Stringent regulations are provided for the examination and con- 
duct of national banks. 

The reserve requirements in relation to banks are the same as 
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under the present law, except that 50 per cent. of these reserves must 


be in gold. 

Banks are required to pay a tax of one-quarter of 1 per cent. per 
year upon their capital, surplus and undivided profits. The existing 
tax of I per cent. per year upon circulation is repealed. 

(8.) The bill divides the operations of the treasury. The fiscal 
operations of collecting revenues and disbursing them for government 
expenditures are left as at present, but a new division is created, 
to be known as the Division of Issue and Redemption. This division 
is to be under the charge of three Comptrollers of the Currency, who 
take the place of the present Comptroller. All matters relating to the 
issue, redemption, and exchange of currency, whether, coin, govern- 
ment notes or bank notes, are entrusted to the Division of Issue and 
Redemption. The Secretary of the Treasury is authorized to transfer 
to it all funds in excess of a cash balance of 50 million dollars, and all 
gold and silver coin and bullion now held in the treasury for the pur- 
pose of redeeming United States notes, treasury notes and certificates. 
The Secretary of the Treasury is also authorized to transfer to this 
division from time to time such surplus revenues as the treasury may 
contain, and to issue short-term treasury certificates, if necessary, 
for the sole purpose of replenishing the reserve. 

The Division of Issue and Redemption is required to redeem 
United States notes and treasury notes in gold, to exchange gold 
coin for silver dollars and silver dollars for gold coin or other lawful 
money ; to redeem silver certificates in silver dollars, and to make 
other ordinary exchanges of currency. United States notes redeemed 
in gold are, from time to time, to be canceled. The division must 
maintain a gold reserve of 25 per cent. of the outstanding United 
States notes and treasury notes, and 5 per cent. of the silver dollars 
which have been coined. 
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Colbert's politische und volkswirtschaftliche Grundanschauungen. 
Von Dr. Gustav HerinricH Hecut. Freiburg i. B: 1898. 
8vo. pp. v + 69. 

THE present monograph was written while Doctor Hecht was a 
member of the political science seminar of the University of Freiburg, 
and won the prize granted by the philosophical faculty of Heidelberg 
for the best monograph on the political foundations of mercantilism 
as set forth in the letters, instructions, and memoirs of Colbert pub- 
lished by Pierre Clément in 1860-1871. Dr. Hecht supplemented 
his study of the documents furnished by the publication of M. Clément 
by an examination of sources in Paris and Strassburg. 

The chief result of this investigation may be indicated by the prop- 
osition that the so-called mercantilistic practices inaugurated by Col- 
bert were the logical outcome of his political policy. This policy was 
based upon the assumption that Louis XIV was by divine right an 
absolute monarch, and that his mission was nothing less than the acqui- 
sition of the rulership of the world. The realization of this extrava- 
gant aim imposed upon the Minister of Finance a twofold problem: 
(1) the development of the military and naval resources of France; 
and (2) the subjugation of the rivals of the Grand Monarque, Spain, 
Holland, and England. The conditions which confronted Colbert 
when he undertook the administration of the finances may be briefly 
described as follows : 

The King needed soldiers, ships, and money. The French fleet 
at that time was insignificant, numbering only from five to six hundred 
ships while England’s fleet numbered from three to four thousand and 
that of Holland from fifteen to sixteen thousand. For the army a 
numerous and healthy population was needed. Money was an abso- 


lute necessity as a means of procuring and maintaining both army and 

navy. The sources of income, however, upon which the predecessors of 

Louis, and he himself up to the date of Colbert’s reforms had relied, had 

been exhausted. The taille, the principal direct tax, had long before 
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drained away every drop of surplus from the peasant class, and even 
seriously infringed upon the peasants’ necessary means of support, with 
the result that any further increase of this levy was an impossibility. 
Most of the crown lands had been sold to meet previous exigencies, 
and the royal credit had been seriously impaired by heavy loans. The 
need for some shifting of the burdens of taxation and for new sources 
of revenue was pressing. Industrially France was surpassed by the 
Netherlands and England. Her agriculture was depressed and her 
manufactures were undeveloped. Money was very scarce and its cir- 
culation was slow and difficult. 

How, under these circumstances, to furnish Louis with adequate 
permanent sources of revenue was Colbert’s problem. The experience 
of his predecessors with the taille had taught him that taxes were not 
to be had for the asking by even an absolute monarch, and that over- 
taxation would defeat its own ends. It was, therefore, evident to him 
that the industrial resources of the nation must be developed. The 
successful experience of Holland taught him the value of commerce 
and manufactures as means for the promotion of national wealth and 
the development of naval power. The fostering of manufactures and 
commerce, therefore, seemed the part of wisdom. Since the King’s 
taxes must be paid in money, and since no more money could be paid 
than the French people possessed, and since their present possessions 
were quite inadequate, some means of increasing the supply of the 
precious metals must be devised. Having no mines of her own it was 
clear that France must rely upon foreign commerce for her supply, 
and hence a favorable balance of trade must be secured. Thus one by 
one the various lines of the mercantile policy developed in Colbert’s 
mind as the best means of solving the financial problems which con- 
fronted him. As his scheme developed, he saw that it would assist 
Louis in his warfare with his rivals directly as well as indirectly. The 
more of the precious metals he could acquire the less there would be 
left for them, and the.more of the commerce of the world he could 
absorb the less they would enjoy. To Colbert, therefore, the mercan- 
tile policy seemed to be an instrument fitted to build up Louis’s 
strength at the expense of his enemies and rivals and thus uniquely 
adapted to promote the chief aim of the great monarch’s policy. 

Dr. Hecht. works out in detail the various features of Colbert’s 
scheme, and inspires confidence in his interpretation of the great min- 
ister’s motives by frequent and detailed references to original docu- 
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ments and by the display of real insight into the economic conditions 
of the time. His monograph can be safely recommended to students 
as a valuable contribution to the history of mercantilism. 

WicuiaM A. Scorr. 


Uber einige Grundfragen der Socialpolitik und der Volkswirtschaftslehre. 
Von Gustav SCHMOLLER. Leipzig: Duncker & Humblodt, 
1898. 8vo. pp. ix-+ 343. 

THE volume reproduces in collected form three well-known essays 
of various dates: (1) The polemical chapters of Professor Schmoller’s 
controversy with Treitschke (Uéer einige Grundfragen des Rechts und 
der Volkswirtschaft— 1874-5); (2) The essay on the Scope and 
Method of Economic Science (Die Volkswirtschaft, die Volkswirt- 
sthaftslehre und thre Methode — 1895), originally written for Conrad’s 
Handworterbuch; and (3) the Inaugural Address of October last, 
delivered on the occasion of Professor Schmoller’s induction into the 
rectorship at the University of Berlin (Wechselnde Theorien und fest- 
stehende Wahrhetten im Gebtiete der Staats- und Soctalwissenschaften und 
die heutige deutsche Volkswirtschaftslehre— 1897). It is notable as 
indicating the extent and the character of the changes that have 
passed over the “historical method” during the past twenty-five 
years. The earlier of the essays gives Professor Schmoller’s position 
at the time when he first came prominently forward as the champion 
of that method, and its defender against those who spoke for a return 
to a rehabilitated classicism. It marks the supersession of Roscher’s 
“ historico-physiological”’ by the “ historical” method, through dis- 
continuing, or at least discountenancing, the use of the physiological 
analogy in economic theory. On the basis of this early controversy 
with Treitschke, Professor Schmoller got the reputation, not altogether 
gratuitous, at the hands of his critics, of being spokesman for the 
view that economic science is, and of right ought to be, without form 
and void. Butif this construction of his views was not altogether gratu- 
itous, still less was it altogether well grounded. The elements of his later 
methodological work are visible in this early essay, but they are most 
readily visible and most significant when seen in the light of his later 
utterances on the same head. Without the consistency and applica- 
tion given to these elements in his later work, it is doubtful if there 
would have been occasion seriously to qualify the disparaging opinion 
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passed upon his efforts by his Austrian critics. What gives added 
color to the contentions of those who carp at the historical method, 
as shown in Schmoller’s exposition, is the fact that very much of his 
constructive work has been of a character to bear out the criticisms 
leveled at him on methodological grounds. Much of his own work, 
as well as the greater part of the voluminous work carried on under 
his hands by his many disciples, has been of the nature of compilation 
and description — narrative, often discursive and fragmentary. But as 
to this prevalent character of his published work, it is to be said that 
he has, professedly, been occupied with the foundations of a prospec- 
tive theoretical science of economics. And this prospective science 
“is, as regards its foundation, descriptive” (p. 226). The second of 
the essays contained in the volume leaves no ground for the objection 
that Professor Schmoller makes the science an undisciplined congeries 
of data. He gives, in concise and telling form, a prospectus for a 
theoretical science, such that, whatever strictures may be offered by 
his critics, it can assuredly not be characterized as being without 
form and void. 


The method of any given science is determined (1) by the general stand- 
point which human knowledge, taken as a whole, has reached at the time; 
that is to say, by the generic features of the ideals and methods of knowledge 
which are in vogue at the time, and which are fundamentally of the same 
character for all directions of human thinking and knowledge. ... . (2) 
Scientific method depends on the nature of the subject-matter under inquiry. 
So mathematics follows a different method of procedure from physics, and 
the latter a different one from physiology, etc..... (3) The method 
employed in any given science at any given point of time depends on the 
degree of development which the science has reached at the time. In its 
crude beginnings knowledge always proceeds by half truths and sweeping 
generalizations; only little by little is the method of procedure improved and 
subtilized ; emphasis falls now on observation and description, now on classifi- 
cation, and again, attention may be centered upon the causal explanation of 
phenomena (pp. 228-230). 


It is this third count that seems to have been most insistently 
present in Professor Schmoller’s mind in shaping his work in the past, 
especially his published writings. Economics has hitherto, in Pro- 
fessor Schmoller’s apprehension, been in the inchoate stage only, and 
the method proper to the science, has, therefore, been conceived to 
be description and collation. In his lectures, and in the guidance 
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given his students, especially during later years, the same scrupulous 
regard for the requirements of economics as an inchoate science 
simply has not been so decisive, at least not to the full extent. It is 
evident both from the character which his work is now assuming and 
from the tone of this essay that the science is now felt to be rapidly 
passing this inchoate stage, and that the economists may now legiti- 
mately turn to constructive theoretical work. 

Several chapters (iv-x. pp. 231-276) are given to a discussion of the 
methods and aims of economic science in the past; to an exposition, 
in outline, of the part which observation and description must 
play as preliminary to constructive work; to the use of statistical 
inquiry ; to a characterization of the true historical method, and 
the relation of historical inquiry to economics; and last, but not 
least, to the important place of a taxonomic discipline— defi- 
nitions, concepts and classification—in the science. In this latter 
discussion, it may not be out of place to point out, Professor Schmol- 
ler gives but scant acknowledgment to the really large and substantial 
deserts of the classical writers under this head. The most substantial 
and characteristic move in advance made by Professor Schmoller in 
the methodological discussion then follows under xi (Die Ursachen). 


Observation and description, definition and classification are preparatory 
work only. What we seek by these means is an apprehension of economic 
phenomena as a connected whole Our insight in this respect can 
never be complete or fully adequate But, in any case, the more we 
confine ourselves to seeking an explanation of the facts at hand on the basis 
of what has immediately gone before, the more nearly will we succeed in this 
undertaking. And, in any event, there must remain before our eyes, as the 
ideal of all knowledge, the explanation of all facts in terms of causation. 
The natural sciences have accustomed us to apprehend every event as condi- 
tioned by causes, which we conceive of as forces (p. 277). 

As causes at work in the sequence of economic phenomena we have 
mechanical and organic forces on the one side, and psychical forces on the 
other, which meet as two independent groups of causes contributing to the 
results to be studied. Whatever opinions we may hold as to the relation 
between physical and psychical life; however much we may be inclined to 
emphasize the fact that our spiritual life is conditioned by the facts of our nerv- 
ous system ; although we may, with full justification, hold that all our sensa- 
tions and feelings are inseparable from certain physiological processes ; this 
much remains beyond question, that the coexistence and sequence of spiritual 
phenomena are not to be explained through nerve changes simply, and that 





BOOK REVIEWS 419 


for the present, and apparently for all time to come, the ultimate ascertain- 
able facts of material existence and the most rudimentary adjustments of the 
spiritual life are ranged over against one another as independent and self- 
explaining groups of phenomena. Hence all efforts to explain the actions 
of men through direct recourse to merely physical or biological factors must 
be declared mistaken or inadequate (p. 278). 


Hence the causes in terms of which economic theory must in the 
last resort formulate its results are psychical facts — facts of human 
motives and propensities. 


There is no science possible outside the range of the universal law of 
causation — not even in the domain of the spiritual life. But the causes at 
work in the psychical sequence are essentially different from the mechanical 
ones. And hence it becomes incumbent on a practical science, such as eco- 
nomics, to carry its inquiry, as far as may be needed, into the details of psy- 
chological processes (pp. 286-287). 


The aim of economics, as of any science, adopting any method, 
must be the determination of uniformities and laws (pp. 298-307). 
But the descriptive, empirical generalization of uniformities, simply, 
must not be accepted as a determination of the laws of the phenomena 
under inquiry. Normalization and taxonomic schedules are not sci 
ence in the modern acceptance of the word. 


We are no longer content to call empirically ascertained uniformities 
laws, but only those uniformities the causes of which we have been able to 
seize and fix (p. 302.) Economics is now in a fair way to become such a 
science. History and philosophy have brought it back to a realizing sense 
of the phenomena of collective life ; statistics and industrial history have 
shown the way to a methodologically adequate empiricism ; and psychology 
holds up before the science as its only competent purpose the quest for the 


substantially decisive causes of all human affairs (p. 309). 
TB. %. 


Statistik und Gesellschaftslehre, Zweiter Band: Bevilkerungsstatis- 
tk. Von Dr. GeorG von Mayr. Freiburg: J. C. B. Mohr, 
1897. 8vo. pp. x+486. 

THE first volume of Professor von Mayr’s work, treating of statisti- 
cal theory, appeared in 1895, and was reviewed in this JouRNAL. The 
second volume now comes to us in a large royal octavo volume of 486 
pages, being considerably over twice the size of its predecessor. In 
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spite of this increased volume the author has not been able to carry 
out his original intention of completing his work in two parts, one 
devoted to the theory and history, and the other to the practical appli- 
cation of statistics. The present volume is devoted entirely to statis- 
tics of population, using this term in its broadest connotation to 
include such subjects as vital statistics, immigration, or any changes 
in the character of masses of people capable of statistical measure- 
ment. A concluding third volume is promised which will treat of 
moral, educational, economic, and political statistics. : 

All persons interested in statistical work cannot but congratulate 
themselves upon the fact that Professor von Mayr has been led to 
elaborate his work, and give us a more comprehensive survey of the 
field of statistics. When one examines the present volume and notes 
the multitude of features, each one of importance, that have been con- 
sidered, and how easily most of them might have been given a still 
more elaborate treatment, he must wonder how the author ever 
intended to treat of the whole field of practical statistics in a single 
volume, or how he can possibly cover the remaining departments of 
moral, educational, economic, and political statistics in another. 

Had the author contented himself with preparing simply a treatise 
on statistical methods and problems, a much briefer space would have 
sufficed. He has, however, done much more than this. Professor von 
Mayr has not only given us a scientific discussion of statistical prob- 
lems, but has incorporated with it tables giving the more important 
facts that have been collected and reduced to orderly statistical form 
regarding the questions under consideration. These tables thus serve 
the double purpose of imparting statistical information and of furnish- 
ing practical illustrations of the methods and principles discussed. 
Following each section, moreover, is a most complete bibliography of 
authorities, in which is specified, not only the titles of works referred 
to, but the particular passages or pages wherein the subjects are treated. 
The same method was pursued in the first volume, and it is doubtful 
ifa more satisfactory bibliography of statistical works is anywhere 
afforded than in these two volumes of Professor von Mayr’s work. 

Where there is so much of interest the reviewer finds it difficult to 
single out particular points for comment. Different persons will find 
different features of the most importance as they happen to relate to 
questions in which they are particularly interested. To us it would 
seem that those sections relating to death rates, and particularly the 
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portion concerned with the establishment of death tables, or probabil- 
ity of life tables, according to ages, are of especial interest, treating 
as they do of the very foundations upon which all life insurance must 
rest. With the growth of the insurance of workingmen against old 
age and invalidity, the problems here involved are becoming of 
increasing importance. Professor von Mayr devotes nearly forty pages 
to this subject, and gives us a very critical consideration of the require- 
ments of tables of death rates and the various methods that can be 
employed for their construction. The paucity of American contribu- 
tions on this subject makes the treatment here given all the more 
timely and acceptable. 

Not the least praise should be given to the form or manner in 
which the information has been presented. Careful attention has evi- 
dently been given to this point with the result that a most methodical 
arrangement of the material in chapters, heads, and sub-heads has 
been obtained. Each subject is treated in its proper place, and a 
detailed table of contents makes the reference to any particular point 
easy. There is also an index. With these excellencies, it is all the 
more to be regretted that the style of the author is involved in the 
extreme. It will be difficult for any but the most thorough German 
scholars correctly to interpret in many places the exact idea that the 
author desires to convey. As one becomes familiar with his system 
of sentence construction less difficulty is experienced, but the useful- 
ness of the book for general reference will be curtailed by this fact. 

Professor von Mayr has more than fulfilled the expectations that his 
first volume excited. We know of no other work covering the same 
ground equal in value to it. It is not a mere survey of the field of 
statistics, but gives us a real examination of statistical problems in a 
thoroughly scientific spirit. WILLIAM F. WILLOUGHBY. 


Industrial Experiments in the British Colonies of North America. 
By ELeEanor Louisa Lorp. Baltimore: The Johns Hop- 
kins Press. 1898. 8vo. pp. vii +154. 

A MONOGRAPH based chiefly on the documents of the board of 
trade, now in the public record office, London. The author treats at 
some length the many efforts of the home government to force the 
colonists into manufacturing naval stores, especially tar and pitch for 
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the royal navy. Contingent thereto was the growth of a natura! lumber 
trade and the building of vessels. Incidentally she describes the rise of 
woolen, linen, and iron manufactures. Though the treatment is gen- 
eral, most of the matter is drawn from the experience of the colonies 
of New England. 

The chartered companies were soon abandoned and the govern- 
ment itself directly encouraged the production of naval supplies. An 
interesting account of the Palatine immigrants is given. It was hoped 
that their labor would cheapen the cost of supplies. All expedients 
failed, however, and the people of New England turned “naval stores” 
into ships of their own, excepting so far as superior masts were carried 
away by the royal mandate. 

Miss Lord is not singular among historical writers, when she does 
not perceive the whole function of a vessel and its cargo of exports in 
stimulating the industrial growth of New England. Gov. Dudley 
said blindly, “the people were proud enough to wear the best cloths 
of England, if chopping, sawing, and building ships would pay for 
them.” A vessel with its cargo of fish or pipe staves was a bill of 
exchange in itself, before bills on paper were used. The pork raised 
on the farm, the home-spun garments, and iron nails made at the fire- 
side, the fishing on the Banks, the vessels built on inland streams and 
sold abroad—all went together to husband industry and create 
exchange in London. 

But the essayist discovers the main current of industry and busi- 
ness, which was toward making the colonies economically independent 
long before the Stamp acts irritated the political surface of things. 
“The home government helped rather than hindered the economic 
revolution which preceded the political separation of the colonies from 
the mother country.” 

The work is carefully done, and will prove useful in economic 


study. Wn. B. WEEDEN. 


The State and Charity. By Tuomas Mackay. (Zhe English 
Citizen Series.) London: Macmillan & Co., 1898. 12- 


mo. pp. 201. 


PusLic relief is a certain form of economic distribution, a “certain 
abnormal method for distributing the good things of the world.” It 
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is an abnormal method in contradistinction to the normal methods of 
distribution, which are exchange, bequest, inheritance, and gift in so 
far as this last proceeds spontaneously from social ties of family and 
friendship. The economic results of this method are the chief sub- 
ject of this book. Seven chapters are devoted to an historical sketch 
of legal relief from the earliest times. Public poor relief is a “survival” 
of the ancient “status,” everywhere else outgrown, since poverty is 


recognized as a normal condition of a part of the population and 
provision is made for its perpetuation by endowments, poor law taxes, 
and other permanent institutions of corporations and political com- 


munities. 

The author (p. 6) thinks that there is no limit to the demand for 
an exchange of services. 

If there is want of remunerative employment for labor, it is due to the 
fact that the mechanism of exchange is not fully developed, and this defect 
of organization must be attributed to the imperfect mobility of labor, a com- 
modity which, if properly distributed, cannot fail to be valuable. Eleemosyn- 
ary endowments, whether created by law, or by the act of pious founders, 
directly tend to prolong an expiring system of immobility or status, and in 
this connection we justify the expression that they are an incongruous ele- 
ment in modern civilization. 


The author is frankly and entirely antisocialistic, a thorough 
believer in political /a¢ssez faire and individualism, and he reads the 
history with this theory in mind, perhaps with a bias. An account is 
given of the charitable endowments of England up to the eighteenth 
century; of the criticism of endowments by Turgot, Adam Smith, 
Thomas Chalmers, and other economists; of the official investigations 
of charitable funds during this century and discovery of abuses ; of the 
effects of this inquiry on public opinion ; of the tendencies toward exten- 
sion of poor relief, abolition and of new direction; of the modifica- 
tion of law, and of local and central. administration. This historical 
survey prepares the way for a consideration of co-operation between 
legal and voluntary agencies of relief, and of medical relief. 

There is a very fair and well-balanced statement of the principle 
of charity organization and of the obstacles to its success in the tradi- 
tional beliefs and the political ambitions of local administrators. From 
this statement it appears that in England as in America outdoor relief 
is used to some extent as a means of personal political advantage. 
The effect of public relief in hindering friendly societies and: organ- 
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ized provident schemes is declared to be serious, and the normal 
incomes of physicians are injuriously affected by ill-regulated lay 
philanthropy in hospitals and out-patient service. The closing 
pages are devoted to showing that in the field of public relief the 
issue is sharply drawn between the modern doctrine of free contract 
and socialism: there is no logical middle ground. The inference 
is that outdoor relief must be abolished or we must go forward to 
measures like old-age pension and sickness insurance. If we make 
permanent provision for a class of paupers or dependents we shall 
have them forever, and the day of individual self-help will be by so 
much delayed. Of course the advocate of the German system of state 
insurance would claim that this begs the question, and that compul- 
sory insurance is a means of avoiding pauperism. Mr. Mackay 
nowhere considers the German system, and alludes to it only indirectly 
when he attacks similar schemes as proposed for Great Britain. 
C. R. HENDERSON. 


Strikes and Lockouts (Board of Trade, Labour Department): Report 
of the Chief Labour Correspondent on the Strikes and Lockouts of 
7896. With Statistical Tables. London: Eyre & Spottis- 
woode, 1897. 8vo. pp. xliii + 209. 

Tuis report is in its general plan like its predecessors— giving the 
number of disputes, the number of workmen involved, the days lost, 
the distribution of disputes, geographically and by months, and the 
method of settlement. 

It appears that the evil of strikes and lockouts has, on the whole, 
declined during the period from 1892 to 1896. The loss of time in 
1893 was immensely greater than in 1892, because of the coal strike, 
but if the mining and quarrying industries be excepted, the numbers 
of days lost for the successive years are 12,005,561 ; 3,227,169; 2,787,- 
613; 4,661,260; 2,737,399. 

Mr. Burnett remarks that ‘‘ the workmen were, on the whole, more 
successful in gaining their demands or resisting those of the employers 
in 1896 than in the previous years.” From this it would naturally be 
inferred that the employers had been less successful in their contests 
with the men, whereas the tables show that they also have won in a 
larger percentage of disputes during 1896 than during earlier years. 
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This paradoxical appearance of victory for both sides is explained by 
a very great diminution in a number of disputes compromised or 
unsettled. If we take account of the number of disputes merely, with- 
out regard to the number of men involved, the employers are seen 
to have increased the percentage of victories much more than the 
workmen. But if we consider the aggregate number of men involved 
in disputes won by either party, it appears that while each side has, 
on the whole, gained somewhat more in 1896 than in earlier years, the 
increase of advantage to the workmen has been more pronounced than 
that of the employers. In other words, workmen have seemed to 
exhibit an increased ability, whether because of improved organiza- 
tion or for whatever reason, to win disputes involving large numbers of 
men. Allowing for the uncertainty of inductions from few data, the 
fact has at least a rather interesting suggestiveness, in view of the fact 
that disputes are likely more and more to involve large bodies of 
workmen. 

The author of the report claims for it almost entire completeness. 
In contrast with earlier reports, we are assured that returns have been 
obtained for every dispute of importance in the period covered. 

A. P. WINSTON. 


The Laborer and the Capitalist. By FREEMAN OTIs WILLEY. New 
York: Equitable Publishing Company, 1897. 12mo. pp. 
Vili+ 311. 


Mr. WILLEy’s book, as hinted in the comprehensive title, sets out 
to discuss the relations existing between employer and employed. It 
does not aim to be a purely scientific treatise as may be seen from the 
suggestion that those who believe that the “ book is true and fair and 
thoughtful” shall pay or “ get some friend to pay ” for the distribution 
of copies to “leaders of thought.”” The names of no less than 261,000 
such leaders are said to be on file at the office of the publishers. 

The point of view adopted by the author is what a German would 
term rein capitalistisch, his sources partly the daily press and partly 
others equally as trustworthy, his style homiletic and hortatory, his 
fundamental doctrine the familiar, “‘ Whatever is, is right.’”” The idea 
of an overruling Providence which doeth all things well, and which 
orders economic events down to the minutest detail, is freely used. 
Crude economic optimism never found more open expression. No 
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event is deplorable since in the “long run ”’ all things will work together 
for good. The fact that there must be a cause for everything is used 
as evidence to show that everything is therefore as it should be. Asa 
matter of fact the economic salvation of the world is being worked out 
before our eyes. Wealth was never so plentiful or so evenly distributed 
as now ; wages never so high, capitalists never so well off ; inventions 
for saving labor are more numerous and useful than ever before ; the 
altruistic spirit is rapidly spreading ; those who fail or die do so because 
they deserve such death or failure. In a sort of statistical ‘ lean-to” 
the author combats the statements made in Professor Spahr’s Distribu- 
tion of Wealth in the United States. Those who follow the subtleties 
of Professor Spahr and Mr. Willey will obtain an excellent view of 


some aspects of the statistical method. 
PARKER WILLIs. 


Researches into the Mathematical Principles of the Theory of Wealth. 
By AucusTiIn Cournot, 1838. Translated by NATHANIEL 
T. Bacon, with a Bibliography of Mathematical Economics 
by IRvING FisHer. (Economic Classics.) New York: The 
Macmillan Company, 1897. 1I2mo. pp. ix+209; one plate. 


Cournot’s original work has been out of print for a long time and 
has been practically inaccessible to most economists. The translation 
of it is timely because of the interest shown at the present time in the 
application of mathematics to political economy. 

Cournot was one of the first economists who met with success in 
the attempt of establishing and elaborating a thoroughly consistent 
theory of value by an analysis of consumption. He may be called the 
principal founder of the mathematical school of political economy, 
for this work was published sixteen years before the first publication 
of Gossen. As such his work is deserving of careful study. But the 
book is of itself worthy of study. The larger part of its conclusions 
have not been superseded, and its reasoning is still fresh and invigorat- 
ing. At the time of its publication it was not well received by the 
public and was forgotten until rediscovered by Jevons. 

Cournot uses as synonymous terms wea/th and value in exchange. 
He disregards utility, because utilities are questions of valuation 
that are not soluble by calculation nor by logical argument. 

In chapter ii, which treats “Of Changes in Value, Absolute and 
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Relative,” his definition of value is best stated in Article 10: ‘There 
are only relative values; to seek for others is to fall into contradiction 
with the very idea of value in exchange, which necessarily implies the 
idea of a ratio between two terms. But also an accomplished change 
in this ratio is a relative effect, which can and should be explained by 
absolute changes in the terms of the ratio. There are no absolute 
values, but there are movements of absolute rise and fall in values.” 
In continuing the discussion Cournot considers that the money metals 
under ordinary conditions and for short periods are nearly free from 
variations in value, and here, as in astronomy, it is necessary to note 
that secudar variations are independent of feriodic variations. He 
believes that the causes which produce absolute variations in the 
value of the monetary standards should be investigated; and then 
the variation of the values of other articles should be reduced to the 
corrected value of money. “This corrected money would be equiv- 
alent to the mean sun of the astronomers.” One is surprised at 
Cournot’s anticipation of modern thought upon this subject and is 
impressed with the idea that his discussion is worthy of more serious 
consideration than the treatment of the same subject by contempora- 
neous writers. 

In the third chapter the discussion of foreign exchange is based 
upon the hypothesis-of a recurring annual indebtedness between 
nations. ‘The fact is deduced that the problem is always determinate. 
It fails to entirely explain the complex facts of the exchange market 
because the hypothesis only takes into account static causes, employ- 
ing the idea of economic equilibrium ; but it is a correct first approxi- 
mation, and no more complete theory has been formulated up to the 
present time. At the close of this chapter, Cournot forsakes his chain 
of rigid reasoning and substitutes opinions for which he would have 
found it very difficult to have furnished proof. 

In chapter iv the theory of prices begins with the hypothesis that 
“each one seeks to derive the greatest possible value from his goods 
or his labor.” Cournot assumes that the demand for an article is a 
particular function of its price, and if we know the form of this func- 
tion, we would know the law of demand; and the form of the func- 
tion depends upon the utility of the article. The function is considered 
as continuous and as a result of this utility, so long as the variations 
in price are but a small part of the original price, the variations in 
demand will be proportional to the variations in price. The general 
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course of demand and its relation tothe price of acommodity is shown 
by the general demand curve which Cournot was the first to introduce. 

In the chapter which treats of monopoly the deductions of the 
quantitative relations between price and the quantity demanded at that 
price have an analogy in the subjective fact, treated by Cournot, “that 
the value in exchange is the differential coefficient of its value in use.” 
In the case of a monopoly the fixed costs do not affect price. This 
principle has now been worked out in railroad rates and monopoly 
charges. An increase in the cost of production of'a monopoly product 
increases the price sometimes more and sometimes less than the 
increase of cost; and there is no equality between the reduction of 
cost and the fall in price of a commodity. 

The formule which have been developed by the author to take 
account of cost were well adapted to the investigation of the effect of 
a tax, which he regarded as an increase of the cost of production. The 
discussion applies to a variety of taxes, and also to bounties. It sup- 
poses the existence of a monopoly or of perfect competition. Among 
the important theorems discussed are: That a commodity will be sold 
at a higher price to consumers in proportion as the tax is prematurely 
collected ; and that consumption will be reduced by a tax levied at an 
early stage. It is important, therefore, to consumers, to producers, and 
the state, that the tax be paid as late as possible. It had best he paid 
by the consumer, if the increased cost of collection and the tendency 
to complain of the exactions of the tax do not forbid it. If a tax of 
so much per unit is imposed upon a monopolized article there is a 
rise in price, greater, equal to, or less than the tax. The loss, both to 
the consumer and to the monopolist, will be greater than the gross 
profit of the treasury. Hence the author says that 

The loss borne by the consumers will therefore remain without any com- 
pensation and that there is no doubt that the doctrine of Quesnay's school is 
perfectly applicable to the products of monopoly; namely, that it is better 
to levy a direct tax on the net income of the monopolist than to levy a specific 
tax on the commodity. 

In case of a bounty granted to a producer under a monopoly, the 


gain resulting from the premium to the producer is in the nature of 
the case less than the sacrifice to the public at whose cost the gain is 
secured. ‘That the levying of an ad valorem tax causes a loss to con- 
sumers greater than the gross profit of the treasury, just as in other 


kinds of taxation. 
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The treatment of ‘competition of producers” as found in chap- 
ter vii, is open to some very serious objections ; for Cournot (in this 
as in the third chapter) has treated the static conditions of the subject 
instead of the dynamic ones ; as a result, the simpler examples chosen 
do not meet the more complex conditions of the mercantile world. 
The effect of competition is shown to be a reduction of price. For 
the same total production, the costs will always be greater for compet- 
ing producers than they would be under a monopoly; because the 
competitor producing at the least advantage will not stop production 
so long as he can secure any profit, while those controlling the 
monopoly will only operate the plants where the costs are lowest. 

In chapter vii, on unlimited competition, Cournot, although he 
does not state it in words, very clearly, brings out the principle that 
the cost of production of the last unit produced fixes the price —“ mar- 
ginal cost of production.” In a subsequent article he shows that when 
the cost of a commodity is increased, “in all cases the rise in price will 
be less than the increase in cost.”” It must be remembred that “ cost,”’ 
as interpreted by Cournot, means expense, exclusive of the pay of the 
entrepreneur for his own labor. In this chapter is also formulated 
the “law of diminishing returns.” 

In the development of the use of curves, he begins and ends with 
the collective supply curve, instead of deriving it from the individual 
supply curves like most of the recent writers. He clearly shows, what 
is now generally known, that the intersection of this general supply 
curve with the general demand curve determines price. 

The chapter on the communication of the markets attempts to dis- 
prove some of the erroneous opinions on the effects of duties and 
bounties. By a mathematical error on page 122 it is apparently shown 
that a duty lowers the price in the exporting market. The error in the 
equation is pointed out by the translator, and the author’s conclusions 
are to be modified accordingly. 

The chapters on ‘Social Income” are quite unsatisfactory. They 
are much less valuable than any of the preceding due largely to the 
lack of clear definitions and an inadequate method of treatment. 

The reader whose knowledge of the principles of differential cal- 
culus is fresh will find no trouble in following the mathematical reason- 
ing of the author; but the general course of reasoning and the final 
conclusions can be readily grasped by the reader unaquainted with 
mathematics. 
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The work of the translator has been well done. The value of the 
book is very much increased by the addition of a complete bibliog- 
raphy of works on economics in which mathematical reasoning is 
employed. F. D. MERRITT. 


Anistocracy and Evolution: A Study of the Rights, the Origin, and 
the Social Functions of the Wealthier Classes. By W.H. Mat- 
Lock. New York: The Macmillan Company, 1898. 8vo, 
pp. Xxxili + 385. 

ON a cursory acquaintance with this volume one is tempted to dis- 
miss it with the comment that Mr. Mallock has written another of his 
foolish books. The objective point of the new book is still the 
enforcement of the author’s pet fallacy, which he has expounded so 
felicitously on many a former occasion. It is restated here with some- 
what greater circumstance than before, and is backed by much telling 
illustration and some substantial information that might well have 
served a more useful purpose. A fuller acquaintance with its contents, 
however, will convince the reader that the book has substantial merits, 
although these merits do not belong with the economic side of the 
argument. 

While the present volume covers a wider range of phenomena and 
traces the working of the great man’s dominating efficiency through a 
greater variety of human relations than Mr. Mallock’s earlier books 
have done, the chief point of the argument is still the productive 
efficiency of the great man in industry and the bearing of this pro- 
ductive efficiency upon the equitable claim of the wealthy classes to 
a superior share of the product. What is to be proven is the equity 
and the expediency of a system of distribution in which a relatively 
large share of the product of industry goes to the owners of capital 
and the directors of business. For this purpose “the great man” in 
industry is tacitly identified with the captain of industry or the owner 
of capital. It is right that the great man, so understood, should 
receive a large share, because he produces a large proportion of the 
product of industry (book iii; pp. 197-267). And it is expedient 
that exceptional gains should come to this exceptional wealth-pro- 
ducer, because on no other terms can he be induced to take care of 
the economic welfare of the community — and, in the nature of things, 





BOOK REVIEWS 431 


the welfare of the community, of the many, lies unreservedly in the 
hands of the minority of great men (book iv; pp. 271-380). 


The few are the chief producers. 


All the democratic formulas which for the past hundred years have rep- 
resented the employed as the producers of wealth, and the capitalistic 
employers as the appropriators of it, are, instead of being, as they claim to 
be, the expressions of a profound truth, related to truth only as being direct 
inversions of it. Whatever appearances may seem to show to the contrary, 
it is the few and not the many who, in the domain of economic production, are 
essentially and permanently the chief repositories of power (pp. 174-175). 

The case of labour directed by different great men is the same as the 
case of labour applied to different qualities of land. The great men produce 
the increment. Labour, however, must be held to produce that minimum 
necessary to the support of the labourers, both in agriculture and in all kinds 
of production. The great man produces the increment that would not be 
produced by labour if his influence ceased. Labour, it is true, is essential to 
the production of the increment, also; but we cannot draw any conclusions 
from the hypothesis of labour ceasing; for the labourers would have to 
labor whether the great men were there or no (pp. 202-206, margin). The 
efficiency of labour itself is practically constant; and for the student of 
wealth-production the principal force to be studied is the ability of the few, 
by which the labour of the many is multiplied, and which only exerts itself 
under special social circumstances (p. 209, note). 


We are thus enabled to discriminate arithmetically between the 
share of the product due to the great men and that due to the many. 


Let us take the case of the United Kingdom, and consider the amount 
per head that was annually produced by the population a hundred years ago. 
This amount was about £14. At the present time it is something like 
£35. . . . Now, if we attribute the entire production of this country, 
at the close of the last century, to common or average labour (which is plainly 
an absurd concession), we shall gain some idea of what the utmost limits of 
the independent productivity of the ordinary man are ; for the ordinary man’s 
talents as a producer, when directed by nobody but himself, have, as has 
been said already, not appreciably increased in the course of two thousand 
years, and have certainly not increased within the past three generations. 
The only thing that has increased has been the concentration on the ordinary 
man’s productive talents of the productive talents of the exceptional man. 
The talents of the exceptional man, in fact, have been the only variant in 
the problem ; and, accordingly, the minimum which these talents produce is 
the total difference between £14 and £35. 
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This argument may be restated in a more concise arithmetical form 
after adding a further premise, which is implied, though not fully taken 
account of, in Mr. Mallock’s exposition. The talents of the ordinary 
man have not changed within the past three generations, or if they 
have changed it is but by a variation so small that it can only be indi- 
cated, not quantitatively registered ; the like is true of the talents of 
the exceptional man. This latter feature of the premises has not been 
brought out by Mr. Mallock, although his claim that human talents 
have remained constant plainly involves it. The traits of human 
nature have not appreciably changed within the period in question. 
The race of British subjects is much the same as it has been. But in 
order to allow for a possible, though inappreciable change; in the tal- 
ents of the two classes, the conceivable infininitesimal change may be 
indicated by the use of accents. The arithmetical problem in hand 
will then present the following result: 

(1) o (ordinary) X g (great man) = 14. 

(2) 0'X g’==35. 

But since 35 may be broken up and written 14-+ 21, it follows that, in 
the second equation, 21 of the entire product (35) is the product of g’ 
alone. Q. £. D. 

This traverses the ancient traditions of arithmetic, but it is to be said 
in legitimation of this procedure that it would be extremely difficult 
to get the same result by a different method. Any man encumbered 
with a hide-bound arithmetic would find himself constrained to look 
for some other variable in the problem than a specia] segment of that 
human nature which is by supposition declared invariable ; nor would 
such a one have the courage to portion out the meum and tuum as 
between two factors of a joint product. But Mr. Mallock is without 
fear. 

Some account, though scant, is taken by Mr. Mallock of the 
phenomena of transmitted knowledge, usages, and methods of work ; 
but these facts are not allowed to count as against the primacy of the 
great man. And as regards this great man, where he is first charac- 
terized and expounded, in the chapter especially devoted to him 
(“Great Men, as the True Cause of Progress,” pp. 55-88), the chief 
variants of him that concern economic theory are the inventor, the 
overseer of industrial processes, and the business man. The impres- 
sion is conveyed in this early chapter that for the industrial purpose the 


greatest of these is the inventor, and next him ranks the director of 
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mechanical processes, while the business man comes into view as a 
wealth-producer chiefly in an indirect way by influencing the motions 
of the two former, and, through them, the motions of “ ordinary men ” 
engaged in manual labor. Ata later point, when the question comes 
to concern the appraisement of productivity and the equitable appor- 
tionment of the product, the inventor, the engineer and the foreman 
disappear behind the business man’s ledger, as the peppercorn disap- 
pears behind the nutshell, and “the great man” becomes synonymous 
with “the captain of industry.” By a curious inversion of his own 
main position, Mr. Mallock reaches the broad verdict that consumable 
goods are mainly produced by the captain of industry. His main 
position, so far as regards industrial efficiency, is that the greatness 
and efficiency of the great man lie in his superior knowledge, which 
he is able to impose upon others and so direct their efforts to the 
result aimed at. “The master of knowledge, as applied to production, 
is the inventor” (p. 138). “The inventor .. . is an agent of ‘social 
progression’ only because the particularized knowledge of which his 
invention consists is embodied either in models, or drawings, or writ- 
ten or spoken orders, and thus affects the technical action of whole 
classes of other men” (p. 139). Under the capitalistic wage system 
“productive power has increased because capital . . . has enabled a 
few men to apply, with the most constant and intense effort, their intel- 
lectual faculties to industry in its minutest details” (p. 161). Pro- 
ductive efficiency, therefore, is a matter of detailed knowledge of the 
technical processes of industry, and the application of this knowledge 
through directing the technical movements of others. Yet the type of 
productive efficiency in the advanced portion of Mr. Mallock’s argument 
is taken to be the counting-house activity of the business man, who 
frequently does not, and pretty uniformly need not, have any technical 
knowledge of the industry that goes on under his hand. His relation 
to the mechanical processes is always remote, and usually of a per- 
missive kind only. This is especially true of the director of a large 
business, who is by that fact, if he is successful, a highly efficient great 
man. He delegates certain men, perhaps at the second or third 
remove, to assume discretion and set certain workmen and machines 
in motion under the guidance of technical knowledge possessed by 
them, not by him. The captain’s efficiency is not to be called in ques- 
tion, but it is bold irony to call it productive efficiency under the defini- 
tion of productivity set up by Mr. Mallock. 
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Most modern men would have been content to justify the business 
man’s claim to a share in the product on the ground of his serviceability 
to the community, without specifically imputing to him the major part 
in the production of goods; but Mr. Mallock’s abounding faith in the 
canons of natural] rights compels him naively to account for the busi- 
ness man’s income in terms of productive efficiency simply. The argu- 
ment of the book as is evident especially in the concluding portion 
(book iv; pp. 271-380), is chiefly directed to the confutation of the 
socialists. And in thisconfutation it is the ancient, now for the most 
part abandoned, socialist position that is made the point of attack. 
This early socialist position was summed up in the claim that to the 
laborer should belong the entire product of his labor. The claim isa 
crude application of a natural-rights dogma, and for the living gener- 
ation of socialists it may fairly be said to be a discarded standpoint. 
It is this dead dog that Mr. Mallock chiefly belabors. Together with 
this, the similarly obsolete natural-rights formula that all men are born 
free and equal comes in for a portion of his polemical attention. In 
all this, the polemic proceeds on the lost ground of natural rights. 
Objection is taken not to the obvious groundlessness of the whole 
natural-rights structure, but to the scope of the application given the 
dogmas and to the excessive narrowness of the definitions employed. 

Through it all, however, Mr. Mallock very effectively presents the 
current arguments going to show that the pecuniary incentive is indis- 
pensable to modern industry, and he shows, with great detail and with 
good effect, the weakness of the socialist contentions on this head. He 
goes with the socialists to the length of showing that the pecuniary 
incentive—the desire of wealth—is in large part a desire for dis- 
tinction only, not in the last analysis a desire for the material, con- 
sumable goods. But he denies flatly —what they affirm —that an 
emulative incentive of another kind might serve the turn if the 
pecuniary incentive were to fall away. No other method of gauging 
success and distinction will take the place of this one as an incen- 
tive to wealth-production, whatever seems to be true as regard other 
directions of effort (book iv. chap. ii; pp. 284-323). It is to be 
regretted that nothing beyond asseveration is put forward in support of 
this denial, which is the central feature of the refutation of socialism. 
No decisive argument for the denial is adduced, but through the 
assertion made there runs an implication that, in order to serve their 
purpose at all effectively, the inducements offered the wealth-producer 
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must mechanically resemble the results to be worked out. As on the 
homeopathic principle like is to be cured by like, so in industry the 
repugnance to effort spent on material goods must be overcome by a 
remedial application of material goods. While it seems to be present 
in the reasoning, it is by no means clear, it should be remarked, that 
this axiom of similarity has been present in the reasoner’s mind. 

Mr. Mallock is a master of pleasing diction, and his arguments 
are presented in a lucid and forcible way that makes the book very 
attractive reading. And the grotesquely devious ways of its economic 
argument do not prevent it from being a suggestive contribution to 
the discussion of cultural development. At many points it brings out 
in a strong light the importance of a gifted minority as an element in 
the process of institutional growth, although even here it is curious, 
and in a sense instructive, to note that as representative spokesmen of 
the modern social sciences, Mr. Mallock has been constrained to cite 
George, Laveleye, and Mr. Kidd. The discussion of the great man’s 
place in the cultural process is at its best where it deals with other fields 
than the economic. Unfortunately, it is the economic bearing of the 
argument alone that can be taken up here. 

The volume suffers from a meretricious increase of bulk, due to an 
excessive use of large type, wide margins and heavy paper It should 
be added that the printer’s work is altogether above reproach. 

% BB Y¥. 


L’ année Sociologique. Publiée sous le direction de Em1Le Durk- 
HEIM. Premiéve année (1896-7). Paris: Felix Alcan, 
1898. 8vo. pp. vii+563. 


L’ANNEE SOCIOLOGIQUE is the title of a new sociological review edited 
by Professor Emile Durkheim, of Bordeaux. Associated with Pro- 
fessor Durkheim in the publication are MM. Simmel, Richard, E. 
Levy, Bouglé, Fauconnet, Hubert, Lapie, Mauss, A. Milhaud, Muffang, 
Parodi, and Simiand. The purpose of this new year-book is to afford 
a medium for the publication of contributions to sociological theory 
and of studies in those lines from which sociology must draw its 
materials, such as the history of law, custom, religion and morals, 
and economics, and to give analyses and bibliographical notes of the 
contributions in these lines elsewhere published. 
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The first number publishes contributions by Durkheim, Za prohi- 
bition de Tinceste et ses origines, and by Simmel, Comment les formes 
sociales se maintiennent. By far the greater part of the review (all but 
110 of the 553 pages) is devoted to analyses and bibliographical notes. 
The works reviewed and noted are arranged in six general departments : 
(1) Soctologie générale, (2) Soctologie religieuse, (3). Soctologie morale et 
juridique, (4) Soctologie criminelle, (5) Soctologte économique, and (6) 
Divers (Anthropo-soctologie, Socio-géographie, and Questions de Démo- 
graphic), each department being under the direction of one of the assist- 
ant editors. Each of these departments is subdivided so as to show 
the special field dealt with by the author and, to some extent, his point 
of view. This arrangement contributes much to the value of the bibli- 
ographical notes. The analyses of the more important books and mon- 
ographs have the note of thoroughness and are carefully presented. 

The many lines of social thought and facts dealt with, the carefully 
prepared book reviews, and the bibliographical notes make the review 
of great value to everyone interested in the social sciences. 

H. A. MILLIs. 








